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ABSTRACT 
 
In March 1995, the South African government formulated the White Paper for the 
development and promotion of small business in South Africa to foster an 
environment in which small and medium enterprises could operate. SMMEs play 
an important role in job creation in South Africa.   
 
The survival of SMMEs is reliant on the abilities of the entrepreneur to succeed. An 
entrepreneur’s abilities and knowledge plays a very important role in the assessing 
process when applying for finance.  There are various financial institutions in South 
Africa that have different criteria and turnover requirements to assess such 
applications.  Financial institutions include banks, funds and privately owned 
institutions.   
 
The purpose of this study was to identify the financial success factors for SMMEs 
in the Eastern Cape.  During the study, 32 success factors were identified.  The 
most important factors amongst these include financials, knowledge of 
management, competition / market, past conduct of banking account, source of 
repayment, purpose, business ability / product, collateral, capital and industry risk / 
knowledge. These findings resulted in the various recommendations, as well as 
suggestions for further research opportunities.    
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CHAPTER ONE 
 
THE BACKGROUND AND METHODS OF THE STUDY 
 
1.1   INTRODUCTION 
In this study the researcher aims to determine what factors financial institutions 
assess when deciding on providing finance to small, micro and medium enterprises 
(SMMEs) in the Eastern Cape.  There are various financial institutions that provide 
finance to SMMEs, such as banks and other financial institutions (Business 
Partners, etcetera). 
 
According to Polkinghorne (2001:  1), “South Africa’s Minister of Trade and 
Industry, Alec Irwin, is recorded as saying that one of the most striking features of 
the South African economy is the underdevelopment of Small and Medium 
Enterprises”.  This is mainly due to the past apartheid era during which the majority 
of the population was discouraged from starting a small business.  One of the first 
priorities of the government newly elected in 1994 was to change the environment 
in which small and medium enterprises could operate.  The Small Business Act 
was one of the first Acts to be tabled by the Minister (Polkinghorne, 2001:  1). 
 
The White Paper on the National Strategy for the Development and Promotion of 
Small Business in South Africa was published in March 1995 and March 1998.  
This Board of The White Paper on the National Strategy for the Development and 
Promotion of Small Business in South Africa initiated the National Small Business 
Regulatory Review Process to report on constraints identified in the White Paper 
(South, 2005). 
 
The financial sector formally committed itself to the development of a Black 
Economic Empowerment (BEE) charter in August 2002, thereby ensuring its 
contribution to sustained economic growth, development and social transformation 
in South Africa (Financial, 2006). 
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The Development Bank of Southern Africa (DBSA) reported its highest 
commitment yet – R8,1 billion – to finance new projects. One of the objectives of 
the DBSA was to provide finance for a number of smaller companies.  The DBSA 
reported that 49 per cent of its projects financed during 2005 required financing of 
less than R10 million (Rose, 2006:  1). 
 
The financial institution plays an important role in the financing of existing and new 
businesses.  When applying for business finance, the SMME has to convince the 
financial institution of the viability and the sustainability of the proposed business 
venture as these institutions take a very cautious approach to business financing 
(Olivier, 1998:  67).  According to Monteiro (2004:  1), Dr Berreira agreed that the 
government’s intentions are good, but warned that there is a shortcoming in the 
sector, namely insufficient knowledge about business management.  Up to 70 per 
cent of new South African businesses fail in the first two years of opening and this 
is due to lack of skills in the areas of finance, production and management.    
 
1.2   PURPOSE OF THIS RESEARCH  
More than 12 million people in South Africa are actively involved in the small, micro 
and medium enterprises sector (SMMEs).  This sector is primarily referred to as 
the “engine room” for real economic empowerment and growth (Olivier, 1998:  9). 
 
Most SMMEs need to borrow money for land, working capital, inventory and 
equipment.  The success of obtaining such funds depends on understanding how a 
financial institution assesses business credit applications (Fertuck, 1982).  Table 
1.1 provides an overview of factors that limit entrepreneurs from successfully 
getting finance in South Africa. 
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Table 1.1:  Factors limiting entrepreneurship in South Africa 
Limiting factor 
Experts 
mentioning 
this problem 
(per cent) 
Financial support   
The availability and structure of debt capital, loans and credit 48 
General access to finance 24 
Availability of, and accessibility to early stages financial support 16 
Funding discrimination: gender, ethnicity and age 12 
Availability of, and accessibility to second level finance 12 
Education and training  
Teaching and encouraging entrepreneurship skills amongst 
teenagers and adults in secondary and post-secondary teaching 
institutions 
10 
Discrimination in the education system 10 
Cultural and social norms  
Attitudes to women and other discriminated or disadvantaged 
groups 
16 
Cultural behaviors and characteristics that limit the tendency to 
act entrepreneurially 
10 
Capacity in population for entrepreneurship  
Entrepreneurial expertise (lack of) 22 
Source:  Orford, Wood, Fischer, Herrington & Segal, 2003 
 
Table 1.1 summarises the results of a study conducted by Orford et al (2003) and 
indicates the following as those factors which most limit entrepreneurs from 
obtaining finance in South Africa: 
 
 the availability, accessibility and structure of debt capital, loans and credit 
(48 per cent); and 
 
 general access to finance (24 per cent).  
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Thus, the purpose of this study is to:  Identify the financial success factors for 
SMMEs in the Eastern Cape. 
 
1.3   RESEARCH OBJECTIVE 
Gomolka (1993) states that many individuals have the ability to originate an idea or 
concept upon which to base a small business enterprise; however, the process of 
obtaining the funds necessary to actually start the small business is a step upon 
which many small business owners stumble. 
 
1.3.1 Main research objective 
The objective is, therefore, to establish what the success factors are when financial 
institutions evaluate an application and, more specifically, what factors play an 
important role in getting the application approved. The researcher is unaware of 
any prior research in identifying financial success factors for SMMEs in the Eastern 
Cape.    
 
1.3.2 Sub-problems 
In order to answer the main research problem, primary and secondary research will 
be used to address three sub-problems, namely:   
 
1. What external factors influence both the financial lending environment within 
which SMMEs and financial institutions operate, as well as the decision-
making process of the financial institutions when considering finance 
applications for SMMEs?   
 
2. What internal factors render an impact on the decision-making processes of 
financial institutions when considering finance applications from businesses 
and SMMEs?   
 
3. Which factors influence financial institutions’ decision-making process when 
considering applications from SMMEs for financial aid?  
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 1.4   LITERATURE REVIEW:  CLARIFICATION OF KEY CONCEPTS 
In order to answer the main research objective and the three sub-problems, four 
questions where designed to explain the purpose of the study (Identifying financial 
success factors for SMMEs in the Eastern Cape), namely: 
 
1.4.1   What is a financial institution? 
WordWeb (2006) defines a financial institution as “An institution (public or private) 
that collects funds (from the public or other institutions) and invests them in 
financial assets”.   
 
The researcher based this study on four major banks and six financial institutions.  
The four major banks are FirstRand Group, Standard Bank Investment Corporation 
(SBIC), ABSA Group, and Nedcor Group.   
 
The six financial institutions that will be examined are the Eastern Cape 
Development Corporation (ECDC), Business Partners, Industrial Development 
Corporation (IDC), National Empowerment Fund, Investec and the Development 
Bank of South Africa (DBSA). 
 
1.4.2   What is a SMME? 
Small, micro and medium enterprises include all business ventures, from starting 
up a new business to buying an existing business.  Olivier (1998:  10) explains that 
“entrepreneurship is the process of creating or seizing an opportunity and pursuing 
regardless of the resources currently controlled”.   
 
1.4.3 What are the success factors for business lending? 
Success factors can be described as the information financial institutions need and 
use to base decisions on, such as financial statements and business plans. 
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Harif and Zali (2006:  1717) identify the following success factors for conventional 
business financing: 
 financial statements; 
 sources of repayment; 
 purpose; 
 business ability and/or product; 
 knowledge; 
 third-party opinion; 
 size of business; 
 capacity; 
 character; 
 economic condition; 
 collateral; and 
 capital. 
 
Harif and Zali (2006:  1716) further explain that “before banks make a decision to 
provide a loan, they must evaluate imperfect information about prospective 
borrowers to determine if they are creditworthy”. 
 
1.4.4   What are the success factors for financing SMMEs? 
According to Harif and Zali (2006:  1721), the following serves as success factors 
for SMME financing: 
 financial statements;  character; 
 sources of repayment;  economic conditions; 
 purpose;  collateral; 
 business ability and/or product;  capital; 
 knowledge;  competence management; 
 third-party opinion;  financial projection; 
 size of business;  geographical risk; 
 capacity;  market involved; 
 industry risk;  strategic planning; and 
 experience and/or track record.  
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1.5   SCOPE AND DELIMITATION OF THE RESEARCH 
The delimitation of the study is crucial to ensure that the report is of a manageable 
size and not too broad.  The main research objective focuses on the success 
factors of business financing for SMMEs, as provided in Table 1.2 (page 11). 
 
1.5.1  Demarcation of financial institutions to be researched 
The four main banks, namely SBIC, ABSA, FirstRand and Nedcor, will be 
compared to other financial institutions (ECDC, Business Partners, IDC, National 
Empowerment Fund, Investec and the DBSA) for the sake of completeness.  This 
study will be limited to the financial institutions in the Eastern Cape, with the 
exception of the DBSA and the National Empowerment Fund whose head offices 
are situated in Johannesburg, but who also service the Eastern Cape. 
 
1.5.2  Focus of the empirical research 
Research will be limited to the critical success factors that are required to get 
financial support for SMMEs.   
 
1.6   SIGNIFICANCE OF THE RESEARCH 
SMMEs are a significant source of employment in our country and a driver of the 
economy.  Government recognised the role that SMMEs play in our country in 
1995 by formulating the White Paper for the development and promotion of small 
business in South Africa.  The Eastern Cape has the fourth largest distribution of 
SMMEs (7 per cent), compared to that of Gauteng (32 per cent) (Biekpe, 2007:  9). 
 
Orford et al (2003) explain that indications of entrepreneurs’ inability to get 
business finance include aspects such as being blacklisted, inadequacy of financial 
records, lack of collateral and requiring working capital. 
 
With this study, the researcher wishes to determine what financial institutions look 
for when assessing an application for finance. Do financial institutions look at 
collateral, business ownership or geographical area?  There are generally one or 
more factors that determine if the application will be approved or declined.  The 
results from this study should provide those success factors that are required for 
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securing business finance and should, therefore, assist entrepreneurs in improving 
their chances in getting their applications approved.   
 
Furthermore, the researcher is unaware of any previous research that has been 
done to determine the success factors in obtaining finance for small, micro and 
medium enterprises in the Eastern Cape. 
 
1.7   RESEARCH METHODOLOGY 
The researcher conducted a literature survey, using various libraries and the 
Internet, to gain information regarding both the external factors and the internal 
factors that influence the financial lending environment within which SMMEs and 
financial institutions operate, as well as the decision-making processes of the 
financial institutions when considering finance applications from SMMEs.  The 
theoretical framework for this study was developed from books, journals and 
articles. 
 
This study is based on the phenomenological paradigm.  Phenomenology, or 
qualitative research, is based on human behaviour and an understanding of a 
person’s frame of mind (Collis & Hussey, 2003: 54).  Phenomenology is based on 
a small sample size, generates theories and interprets the research paradigm 
(Collis & Hussey, 2003:  54).   
 
The research methodology is discussed in more detail in Chapter Four. 
 
1.8   AN OVERVIEW OF PRIOR RESEARCH 
Business finance deals with the normal financing process for businesses which 
includes financials and a business plan.  Normally, these businesses are either 
existing businesses that have past financial records, or the business is known to 
the financial institution.  This makes it easier for the financial institution to assess 
the application.  An entrepreneur, however, is new to the financial institution and 
requires finance for a start-up business which may have no prior financial 
information.  The financial institution is then required to look at various other factors 
to determine if it is prepared to finance the entrepreneur’s business. 
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Prior research on this issue consists of four case studies: Gomolka (1993), Fertuck 
(1982), Jankowicz and Hisrich (1987), and Harif and Zali (2006).   This section 
provides a brief overview on the purpose and results of each study, as well as the 
success factors for applying for business finance identified in each study.   
 
1.8.1  The small business loan role play:  An empirical analysis of selected 
loan evaluation factors in Poland and Belarus (Gomolka, 1993) 
The purpose of this study was to obtain reference data on the perceptions of 
persons in a free market economy on those factors that affect small business bank 
loans.  The data was gathered to test several research questions (Gomolka, 1993). 
 
The results of this case study indicate that bankers need to realise that a small 
business loan is an investment in an individual and that assessing managerial 
skills, entrepreneurial capabilities and attributes of the small business owner needs 
to be acknowledged when making a loan decision (Gomolka, 1993). 
 
Individuals may pose a lesser risk when they have collateral, financial stability and 
positive cash flow projections; however, an individual who has a vision; plans; 
takes part in good leadership behaviour; understands budgeting; and is well 
organised could be less of a risk.  Bankers need to build these evaluation criteria 
into their assessment (Gomolka, 1993). 
 
1.8.2 Survey of small business lending practices (Fertuck, 1982) 
The purpose of this study was to examine the practices of non-bank financial 
institutions in Canada when lending to small business.  Success of funding 
depends on how lenders evaluate their applications (Fertuck, 1982:  32). 
 
Fertuck (1982: 41) explains that financial markets are competitive.  Markets are 
specialised and appropriate knowledge about security and industry factors forces 
lenders to specialise by industry.   Various terms and conditions are applied to loan 
contracts (Fertuck, 1982:  41).  
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The results of this case study indicate that poor business plans, poor bookkeeping 
practices and a lack of professional business competence, on the part of the 
applicants, are factors why business loans are rejected.  Lenders who approve 
business loans do so due to the applicants having good personnel and good 
business plans  (Fertuck, 1982:  41). 
 
1.8.3 Intuition in small business lending decisions (Jankowicz & Hisrich, 
1987) 
According to Jankowicz and Hisrich (1987:  45), business decisions are not that 
easy to make when only applying standard operational procedures.  Managers also 
employ gut-feel or intuition.  Intuition seems to result from a subjective process 
through which information, beliefs, policies and values are combined into informed 
judgement.  Once intuition is formed, it could lead to an overall conclusion which 
might not otherwise have been made from individual consideration of each 
component of the situation.  The purpose of this study was to determine which 
scales credit managers use to reach a conclusion, without making prior 
assumptions about the credit managers judgement (Jankowicz & Hisrich, 1987:  
47). 
 
The results of this case study indicate that a successful application has a proven 
track record, a large market area, and/or a diverse product line.  An ideal loan 
application should be professional, planned and include a clear marketing plan.  
The loan objective and the numerical data provided should be consistent and 
collateral and other financial aspects are aslo important (Jankowicz & Hisrich, 
1987:  52).  According to Jankowicz and Hisrich (1987:  52), “this result suggests 
that a bank may not be the most appropriate source of funds for some innovative 
ventures”.  
 
1.8.4 Success factors in getting financial support for SMEs in Malaysia 
(Harif & Zali, 2006) 
The purpose of this study was to determine which factors are considered by 
Malaysian banks when providing finance to small and medium enterprises (SMEs).   
 
 11 
The results of this case study showed that 15 factors are classified as success 
factors for obtaining business financing in Malaysia.  These factors are 
summarised in Table 1.2. 
  
Table 1.2:  The success factors of business financing for SMEs  
CORE FACTORS SUPPLEMENTAL FACTORS 
Financial factors Financial factors 
Financial statements Capital 
 Conduct of current account 
  
Non-financial factors Non-financial factors 
Knowledge Industry risk 
Market involved Economic condition 
Business ability and/or product Collateral 
Purpose Strategic planning 
Experience and/or track record Character 
Competence management Capacity 
Source:  Harif & Zali, 2006:  1723 
 
Reasons that lead to the rejection of applications for business financing include 
poor financial statements; inferior business ability; insufficient confidence in 
capacity to repay; poor management skills; high-risk industry; lack of collateral; 
unjustifiable purpose; inexperience; poor conduct of current account; bad 
character; lack of capital; and bad economic conditions. 
 
The researcher selected case study four as the most appropriate for further use in 
this study, as it explains what the conventional business success factors and the 
success factors for SMEs are when applying for finance in Malaysia.  As stated 
previously, the researcher is unaware of studies done in the Eastern Cape to 
determine the success factors in obtaining financial support for SMMEs in this 
province. 
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1.9   PROPOSED SCOPE AND STRUCTURE OF THE STUDY 
The remainder of this study is structured as follows: 
 
Chapter 2:  External factors that have an impact on the success factors in 
getting business financing for SMMEs 
This chapter deals with the definition, purpose and objectives of SMMEs and 
further defines financial institutions by comparing their services and processes. 
 
Chapter 3:  Internal factors that have an impact on the success factors in 
getting business financing for SMMEs 
The success factors for the application for business finance is discussed and 
compared to the study by Harif and Zali (2006) in this chapter. 
 
Chapter 4:  The empirical study 
The researcher has to choose between various approaches when conducting the 
empirical study.  This chapter discusses the selection of a phenomenological 
paradigm toward theory building, rather than one of theory testing.   
 
Chapter 5:  The analysis and interpretation of the empirical study 
This chapter presents the findings from the empirical survey. 
 
Chapter 6:  Summary and recommendation 
The aim of this study is to establish what the success factors are for business 
lending.  This chapter includes a brief summary of the study and makes 
recommendations for areas of further study. 
 
1.10   CONCLUSION 
In this chapter, the purpose of this study, as well as the main research objective 
and sub-problems, were discussed.  The key concepts were clarified, followed by 
the scope and delimitation of the study; significance of the research; research 
methodology; and an overview of prior research.  Chapter Two provides a 
discussion on SMMEs; the Government; the South African Financial Industry; and 
the South African SMME Business Confidence Index.  
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CHAPTER TWO 
 
EXTERNAL FACTORS THAT HAVE AN IMPACT ON THE SUCCESS FACTORS 
IN GETTING BUSINESS FINANCE FOR SMMEs. 
 
2.1   INTRODUCTION 
The previous chapter discussed the background to, and methods used in the 
study.   In this chapter the researcher answers the first sub-problem, namely: What 
external factors influence both the financial lending environment within 
which SMMEs and financial institutions operate, as well as the decision-
making process of the financial institutions when considering finance 
applications for SMMEs?  This is followed by a discussion on the South African 
SMME Business Confidence Index. 
 
The researcher formulated external and internal success factors expected to have 
a direct impact on answering the main objective:  Identifying financial success 
factors for SMMEs in the Eastern Cape. 
 
This was achieved through discussion with various bank employees to identify the 
factors that affect their daily decision-making process with regards to SMMEs 
getting business finance.  These external and internal factors, as depicted in Figure 
2.1, were formulated by considering all the factors that could have an impact on 
SMMEs securing business finance.  A study was then conducted into both the 
identified external factors (SMMEs, government and financial industry) and internal 
factors (business plan and sub-factors).  Through analysing the secondary 
information the researcher identified the factors that have a direct impact on the 
success factors in SMMEs acquiring business finance. 
 
As stated previously, and as depicted in Figure 2.1, external factors affecting 
decision-making process with regards to awarding SMMEs business finance 
include SMMEs, Government and the Financial Industry.   
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Entrepreneurs are responsible for the establishment of SMMEs, creating wealth 
and ensuring the future of the business.   The entrepreneur is also one of the 
success factors that financial institutions consider when assessing the application.   
 
Factors related to government include the White Paper and the Financial Sector 
Charter (FSC).  The White Paper is a government initiative that recognises its role 
in fostering an environment for creation of growth and the development and 
promotion of small business in South Africa through specific strategic actions.  The 
FSC was established by the financial sector, whereby it committed itself to the 
development of a Black Economic Empowerment charter.  The FSC provides 
principles as a guide to the valuation of assets.   
 
The researcher further gives an overview of the Financial Industry, considers at the 
South African Reserve Bank and its legislations, policies and regulation over the 
financial industry.    A brief overview is given of the financial institutions (South 
African Reserve Bank, First National Bank, Standard Bank, ABSA, Nedbank, 
Investec, Business Partners, Development Bank of South Africa, Industrial 
Development Corporation, Eastern Cape Development Corporation and the 
Department of Trade and Industry), as well as the options available for financing 
SMMEs.  Each financial institution has is own criteria, turnover band and 
requirements when looking at the application.  It is, therefore, very important that 
SMMEs submit their applications to the most suitable financial institution.   
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Figure 2.1 External and internal success factors 
 
EXTERNAL AND INTERNAL SUCCESS FACTORS 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  Researcher’s own construction 
 
 
External factors: 
 
1. SMMEs: 
- Entrepreneurs 
 
2. Government: 
- The White Paper 
- The Financial Sector Charter 
 
3. Financial industry: 
- SARB 
- FNB 
- STD 
- ABSA 
- Nedbank 
- Investec 
- Business Partners 
- The Development Bank of South 
Africa    
- Industrial Development 
Corporation   
- Eastern Cape Development                                   
Corporation   
- The Department of Trade and 
Industry 
 
 
Internal factors: 
 
Core factor: 
 
Business plan: 
- Executive summary 
- The industry, the company and its 
products and services 
- Market research and analysis 
- The economics of the business 
- Marketing Plan 
- Design and development plan 
- Manufacturing and operations plan 
- Management team 
- Overall schedule 
- Critical risks, problems and 
assumptions 
- The financial plan 
- Proposed company offering 
 
Sub-factors:  
- Financial statements 
- Source of repayment 
- Purpose of the loan 
- Business ability and/or product 
- Knowledge 
- Third-party opinion 
- Size of business 
- Capacity 
- Economic condition 
- Collateral 
- Capital 
- Past conduct of bank account 
- Credit record 
- Industry risks 
- Internal credit policies 
- Legislation 
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2.2   SMALL, MICRO AND MEDIUM ENTERPRISE 
Small, micro and medium enterprises (SMMEs) are a significant source of 
employment in South Africa and a driver of our economy.  It is important for 
SMMEs to be aware who the financial institutions are and which options are 
available when applying for credit, as each financial institution has different criteria 
and turnover requirements for assessing applications.  The SMME is embodied by 
the entrepreneur. 
 
2.2.1  Entrepreneur 
The entrepreneur is one of the success factors that financial institutions consider 
when evaluating an application.  The entrepreneur plays an important role as the 
entrepreneur controls the success of the enterprise.  For the purposes of this 
study, it is important to understand who the entrepreneur is and what effect the 
entrepreneur has on the SMME.  The success of the SMME is dependent on the 
entrepreneur’s abilities.   
 
Timmons and Spinelli (2007:  1) describe the entrepreneur as follows:   
at the heart of the entrepreneurial process is the founder:  the opportunity 
seeker, the creator and initiator; the leader, problem solver, and motivator; 
the strategiser and guardian of the mission, values, and culture of the 
venture.  Without this human energy, drive, and vitality, the greatest ideas – 
even when they are backed by an overabundance of resources and staff will 
fail, grossly under perform, or simply never get off the ground.  The 
difference lies in the intangibles: creativity and ingenuity, commitment, 
tenacity and determination, a passion to win, leadership and team-building 
skills. 
 
Nieuwenhuizen and Kroon (2002:  21) assert that when creating wealth by 
financing small and medium enterprises of owners who possess entrepreneurial 
skills, the two most important entrepreneurial skills are:  innovation and the 
willingness to take risks. These entrepreneurial skills are not evaluated by 
financiers or are used on a limited scale.  Financial institutions consider finance for 
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SMEs very cautiously because of their obligation to shareholders, clients and other 
stakeholders due to the high failure rate of SMEs.   
 
Nieuwenhuizen and Kroon (2002:  21) regard entrepreneurs as very important to 
real economic growth.  Identifying entrepreneurs for financing small and medium-
sized businesses (SMEs) should be more successful if entrepreneurial ability, and 
not just management and functional skills, are evaluated.  It would also make a big 
difference if financiers take into consideration the entrepreneur’s potential for 
successful ownership and not only the transactions of the SME applicant.   
 
Additional criteria, based on the success factors of owners of SMEs, should be 
considered as traditional criteria for solvency are not sufficient.  Using finance 
criteria for evaluation of the applicant could determine in advance if the 
entrepreneur has the necessary characteristics to successfully establish and 
manage a business (Nieuwenhuizen & Kroon, 2002:  21). 
 
Although there are reliable methods to evaluate and test the viability of the 
business plan, ultimately, the entrepreneur determines the success of the 
business.  Financial institutions need to determine which applicant has the 
entrepreneurial skills necessary for success.  At present there is difficulty in 
evaluating the entrepreneurial ability of the SME owner applying for finance 
(Nieuwenhuizen & Kroon, 2002:  21). 
 
The establishment of new enterprises, innovative products and ingenious 
strategies for growth are made possible by responsible, innovative owners of 
SMEs (Nieuwenhuizen & Kroon, 2002:  21).  Most entrepreneurs know how to 
produce the product or deliver the service offering; however, they may not know 
how to run a business or manage its cash flow.  They often need improved 
management skills, just as much as they need financial aid, as credit alone does 
not guarantee small business success (Bornstein, 2007:  38).   
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It is important that SME owners and managers be taught how to accurately record 
financial information in their accounting records, as well as to assist in accurately 
preparing financial statements which are used for financial ratio analysis. Financial 
ratios are used by banks, academic researchers, financial analysts, lenders and 
small business managers to accept or reject loan applications.  SMEs should be 
encouraged to use these ratios to monitor their operations.  The liquidity, efficiency 
and profitability ratios may be more significant than the actual sales and profit 
figures shown in the financial statements (Bornstein, 2007:  38).   
 
Dockel (2005) explains that small business is a significant source of employment 
worldwide.  Small businesses represent 99,7 per cent of all employers in the 
United States of America, whilst only 1 per cent of businesses in the European 
Union have more than 50 employees.  In the development strategy of South Korea 
it is accepted policy for large firms to act as catalyst by providing subcontracting 
and outsourcing possibilities. 
 
The recognition of the important role that SMEs play in a country led to the review 
of South Africa’s small business strategy after 1994.  This sector tends to be very 
labour intensive and can reduce unemployment.  It is one of the biggest challenges 
facing our economic policy makers.  Globalisation and international 
competitiveness put pressure on all sectors to increase productivity but, in turn, 
aggravated unemployment.  There is a large number of skilled and unskilled labour 
available that can be employed by SMEs (Dockel, 2005). 
 
2.3   GOVERNMENT 
Government recognised its role in 1994 in fostering an environment for creating the 
growth of small enterprises.  A White Paper was formulated to create a partnership 
with various financial institutions through a co-operative approach.  The Financial 
Sector Charter was established with the financial sector committing itself to the 
development of a Black Economic Empowerment (BEE) charter.   
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2.3.1   The White Paper 
Government formulated the White Paper on national strategy for the development 
and promotion of small business in South Africa in March 1995 to foster an 
environment in which small and medium enterprises could operate (Integrated, 
2005:  3). 
 
According to the Department of Trade and Industry (Integrated, 2005:  4), the 
strategy includes: 
 creating an enabling legal framework; 
 streamlining regulatory conditions; 
 facilitating access to information and advice; 
 facilitating access to marketing and procurement; 
 facilitating access to finance; 
 facilitating access to affordable physical infrastructure; 
 providing training in entrepreneurship, skills and management; 
 improving industrial relations and the labour environment; 
 facilitating access to appropriate technology; 
 encouraging joint ventures; 
 capacity building and institutional strengthening; and 
 introducing differential taxation and other financial incentives. 
 
Since the adoption of the White Paper government has created an integration of a 
wider group of institutions, as well as a more co-operative approach among a 
growing number of partners, both in and outside the government. This includes the 
recent establishment of the Small Enterprise Development Agency (SEDA), with 
the collaboration of various role players, to create non-financial support to small 
business (Integrated, 2005:  4).   
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According to the Department of Trade and Industry (Integrated, 2005:  4), SEDA 
includes:   
 
 a national network of access points; 
 
 the establishment of the South African Micro-Finance Apex Fund (SAMAF) 
to localise access to micro-finance; and 
 
 the repositioning of Khula to give a more focused retail approach to small 
and medium-sized enterprise (SME) finance, focusing primarily on black-
owned businesses; start-ups needing small loans with limited security; and 
SMEs in underserved provinces.   
 
The strategy identifies a need for more specific support to assigned target groups, 
geographical areas and sectors, as well as creating support for enterprise 
organisation forms through the creation of special institutional arrangements.  Both 
the broadening of support programmes and streamlining of support institutions are 
central to the strategic actions of the strategy (Integrated, 2005:  5).   
 
The strategy covers the full spectrum of SMMEs (unless specifically stated), other 
than large enterprises, corporations or publicly-owned enterprises.  It includes 
sectors known as micro-enterprises, survivalist enterprises, informal sector 
enterprises, and formal and medium-sized enterprises.  It covers businesses in all 
stages of evolution, from pre-establishment to start-up, emerging, stable or 
expanding, as well as enterprises in distress.  It also includes companies that are 
family-owned, black-owned and female-owned or co-operatively owned 
(Integrated, 2005:  5).  Figure 2.2 illustrates the three strategic actions of SEDA. 
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Figure 2.2:  Three strategic actions of the strategy 
 
Source:  Integrated, 2005 
 
There are still some challenges that need to be resolved, even though a great deal 
of progress has been made through government efforts to promote small 
enterprises.  The Department of Trade and Industry (Integrated, 2005:  22) 
explains that certain issues remain a challenge. These were identified during a 
review of ten years of small business support in South Africa from 1994 to 2004 
(Integrated, 2005:  22), and include: 
 
 the great diversity of small enterprises and their needs require greater 
recognition; 
 
 far more knowledge and understanding is required across the full range of 
support suppliers and the support each one provides, as well as to whom 
and under what conditions; 
 
 access to support services must be comparable in urban/metropolitan and 
rural areas; 
 22 
 greater balance is required between the cost, reach and impact of support 
interventions, in particular, where public funds are concerned; 
 
 many support programmes only tackle the symptoms of deeper-lying 
problems, thereby preventing a more systematic approach to structural 
issues, such as access to finance for black entrepreneurs; 
 
 lack of clarity about the roles and responsibilities of different levels of the 
public sector makes their efforts unco-ordinated and less effective; 
 
 inadequate representation of particular small-enterprise interest groups in 
existing or evolving business associations weakens feedback on specific 
needs; 
 
 substantial differences still exist in the capacity to absorb small-enterprise 
support programmes in the different provinces and regions of the country 
and in different sectors; 
 
 there is insufficient interaction between small-enterprise support 
programmes and other thrusts of the government’s socio-economic 
development support; 
 
 the Centre for the Promotion of Small Business (the DTI chief directorate) 
has been unable to co-ordinate all the support programmes developed by 
different national government departments; and 
 
 thorough and regular monitoring and evaluation of the evolving support 
processes have been inadequate. 
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2.3.2   The Financial Sector Charter 
The financial sector committed itself to the development of a Black Economic 
Empowerment (BEE) charter at the NEDLAC Financial Sector Summit in August 
2002 (Financial, 2006). 
 
The Financial Sector Charter (2006) states that  
We, the parties to this charter, therefore commit ourselves to actively 
promoting a transformed, vibrant, and globally competitive financial sector 
that reflects the demographics of South Africa, and contributes to the 
establishment of an equitable society by effectively providing accessible 
financial services to black people and by directing investment into targeted 
sectors of the economy.  
 
BEE, as defined, means the economic empowerment of all black people.  There 
are many facets to BEE, and the researcher will elaborate only those pertaining to 
SMEs. 
 
The turnover bands for small or medium BEE enterprises are between R500 000 
per year to R20 million per year.  Specific actions were agreed with the financial 
services industry to ensure sustainable and affordable banking services; 
contractual savings schemes; and credit facilities for small and micro enterprises 
and poor households.  The financial sector has agreed to follow initiatives through 
joint ventures, debt financing and equity investments in BEE companies (Financial, 
2006).   
 
The Financial Sector Charter (2006) sets out principles of valuation methods as a 
guide to the valuation of assets, as summarised in Table 2.1:   
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Table 2.1:  Guide to the valuation of assets 
Operation Valuation methodologies 
Banking Discounted cash flow 
Price of book 
Capitalisation of earning 
Net asset value 
Insurance Discounted cash flow 
Embedded value  
Price-to-embedded value 
Capitalisation of earnings 
Net asset value 
Brokerage firms Discounted cash flow 
Capitalisation of earning 
Net asset value 
Asset managers and  
Collective Investment Schemes 
Discounted cash flow 
Capitalisation of earning 
Percentage of funds under 
management 
Net asset value 
Source:  Financial, 2006 
 
Government played a role in the formulation of the White Paper and the Financial 
Sector Charter; however, there is still some work to be done to promote small 
enterprises.  According to Orford et al (2003), factors that limit support to 
entrepreneurs in South Africa include financial support; education and training; 
cultural and social norms; and the lack of entrepreneurial expertise.  These internal 
factors will be discussed in Chapter Three.   
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2.4   AN OVERVIEW OF THE SOUTH AFRICAN FINANCIAL INDUSTRY 
It is important to understand the different financial institutions that assist SMMEs in 
obtaining business finance as each financial institution has different criteria and 
turnover requirements when assessing such applications.  There are various 
financial institutions in South Africa, namely banks, funds and privately owned 
financial institutions.   
 
The South African banking system sets itself apart from other emerging markets 
due to its well-developed banking systems which equates well with those in 
developed countries.  The banking sector in South Africa is regulated according the 
principles set out by The Basel Committee on Banking Supervision.  Clients have 
real-time, online, nationwide access to their bank accounts, 24 hours a day, every 
day of the year (Mboweni, 2004:  1).   
 
South Africa has become an important financial centre due to the liberalisation of 
African economies, relaxation of exchange controls and political transformation.  
South African banks are able to provide global services through international 
offices in our banks and the presence of international banks in our country 
(Mboweni, 2004:  1).   
 
Banks are the biggest part of the financial system which include securities firms 
and insurers.  Banks have the following specific characteristics:   
 
 banks are unique due to their balance sheet structures which include 
money-certain liabilities and money-uncertain assets; 
 
 banks’ functions infringe on all facets of the economy and are important to 
the overall performance of the economy.  These functions play an important 
role in the efficacy of the economy as a whole; 
 
 the national payment system is dominated by banks; and 
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 the main difference between banks and other financial institutions is the 
deposit-taking activities of banks (Falkena, Davel, Hakwins, Llewellyn, Luus, 
Masillela, Parr, Pienaar & Shaw, 2004:  ii). 
 
2.4.1   The South African Reserve Bank 
The South African Reserve Bank (SARB) is South Africa’s central bank.  The 
SARB regulates the financial environment through monetary policies and it has 
prudential and regulatory authority over the banking industry (Falkena et al, 2004:  
ii-iii). 
 
Mboweni (2004: 1) asserts that there are 38 registered banks in South Africa which 
consists of: 
 15 South African controlled banks; 
 6 non-resident controlled banks (subsidiaries); 
 15 local branches of international banks; 
 2 mutual banks; and 
 44 international banks that have authorised representative offices in South 
Africa and which may not take deposits. 
 
The five major groups that dominate the South African banking environment are 
the Standard Bank group, ABSA group, the FirstRand group, Nedcor and Investec.   
These groups represented 83,8 per cent of the total assets of the banking sector in 
1994 and 87,4 per cent in 2004.  The other 31 banks, excluding the two mutual 
banks, hold the remaining 12,6 per cent of assets (Mboweni, 2004:  1). 
 
Due to the opening of the South Africa’s financial system in 1994, international 
participation grew from 3 per cent to 9,5 per cent of the total banking sector in 
2004.  During this time, locally registered banks have expanded their operations 
into other countries.  These foreign banks began to compete in the South African 
market and South African banks had to put strategies together to adapt to the 
competition.  As a result, lending margins were under pressure and South African 
banks had to enter markets with higher risk (Mboweni, 2004:  2). 
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Total assets of the banks in South Africa had grown to a record high of R1,436 
trillion; loans and advances grew to R1,104 trillion; and domestic deposits from the 
public (the main source of funding for the banking sector) grew to R888 billion by 
the end of October 2004 (Mboweni, 2004:  2).     
 
A mini crisis developed in the South African banking sector over the past decade.  
This was due to instability in small to medium-sized banks, ensuing from Saambou 
experiencing a liquidity crisis resulting from negative market perceptions.  At this 
time Saambou, the seventh largest bank in the country, was placed under 
curatorship.  BOE, the sixth largest bank, was also affected by the resulting lack of 
confidence.  Consequently, the South African Reserve bank adopted a policy 
framework to deal with banks in crisis (Mboweni, 2004:  3). 
 
South Africa now also follows a “four pillar” policy of having four big banks which 
are locally owned and regulated by the Office for Banks.  These four banks are 
ABSA Group, Nedbank Group Limited, Standard Bank Group and the FirstRand 
Bank Group (Mboweni, 2004:  4).  
 
Four challenges that face the South African banking industry include Basel II, 
broader access to banking facilities, anti-money laundering and the National Credit 
Act. 
 
a.  Basel ll 
Mboweni (2004:  5) explains that Basel ll is  
intended to align capital-adequacy requirements more closely with the key 
elements of banking risks and to provide for banks to enhance their risk-
measurement and risk-management capabilities.  The revised capital 
framework is furthermore an attempt to adapt to new developments and 
instruments and to be neutral towards financial innovation.  It will bring with 
it a higher supervisory and compliance burden. 
 
Basel ll will be implemented on the 1st January 2008. The Office for Banks believe 
that Basel ll is suitable for both G10 and non-G10 countries.  It will have a great 
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impact on banks and supervisors who will have to re-engineer their processes and 
tailor their organisational structures to meet the standards (Mboweni, 2004:  5). 
 
b. Broader access to banking facilities 
There is a need to extend access to banking facilities to rural and urban areas.  
The South African Reserve Bank drafted legislation in the form of the Dedicated 
Banks Bill and the Co-operative Banks Bill to ensure banking services to the wider 
community (Mboweni, 2004:  6). 
 
c.  Anti-money laundering 
The Financial Intelligence Centre Act, 2001 (FIC Act) requires institutions to 
educate their staff to identify suspicious transactions and money laundering and to 
report it to the Financial Intelligence Centre (FIC).  South Africa was granted 
Financial Action Task Force (FATF) membership in June 2003.  FATF is an 
intergovernmental body that develops and promotes policies, both nationally and 
internationally (Mboweni, 2004:  6). 
 
d.  National Credit Act 
The National Credit Act came into effect on the 1st June 2006.  It changes the way 
people manage credit and applies to all forms of credit agreements between two or 
more parties.  Any agreement, where money is paid out with the imposition of fees, 
charges or interest, forms part of this Act.  A National Credit Regulator was 
established to monitor all credit providers, including micro lenders, banks and other 
institutions (Jones, 2006:  1).   
 
The Government Gazette (2006:  2) defines the National Credit Act as promoting 
a fair and non-discriminatory marketplace for access to consumer credit and 
for that purpose to provide for the general regulation of consumer credit and 
improved standards for consumer information; to promote black economic 
empowerment and ownership within the consumer credit industry;  to 
prohibit certain unfair credit and credit-marketing practices; to promote 
responsible credit granting and use and for that purpose to prohibit reckless 
credit granting;  to provide for debt re-organisation in cases of over-
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indebtedness;  to regulate credit information;  to provide for registration of 
credit bureaux, credit providers and debt counselling services;  to establish 
national norms and standards relating to consumer credit; to establish the 
National Credit Regulator and the National Consumer Tribunal;  to repeal 
the Usury Act, 1968, and the Credit agreements Act, 1980; and to provide 
for related incidental matters.   
 
The primary focus of the Act is to protect natural persons from exploitation by credit 
granters.  Small businesses are also protected under this act, but not to the same 
extent as it protects consumers.  Small businesses are defined as those juristic 
entities, of whatever legal nature, whose turnover is less than R1 million per year 
or whose assets are less than R1 million and who are receivers of credit (Long, 
2006:  1).  The aim of the Act is to guarantee responsible lending and protect 
consumers.  
 
The key roles of The National Credit Regulator, under the leadership of Davel, are 
to receive and investigate complaints and to ensure that customer rights are 
protected (First, 2007). 
 
According to FNB (First, 2007), consumer rights entail the following: 
 
 provision of information regarding the credit agreement must now include 
disclosure on all credit pricing information, such as fees, interest rates and 
all other credit related charges;  
 
 consumers are entitled to receive prescribed documents before they enter 
into a credit agreement.  This includes a quote and pre-agreement in plain 
and understandable language;  
 
 in the event that an application for credit is declined the consumer may 
request reasons for such rejection;  
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 consumers can now access their own credit record information held by the 
credit bureaus; 
 
 consumers are entitled to be informed of the risks of the proposed credit 
agreement, as well as their rights and obligations in terms of this agreement; 
 
 marketing information can only be communicated to a consumer in those 
circumstances where they have selected this option and the provider of 
such information is obliged to keep a record of the consumer’s choice in this 
regard; and  
 
 consumers will have access to complaints resolution processes, including 
the Banking Services Ombudsman, the Consumer Tribunal and the National 
Credit Regulator. 
 
Consumers with existing credit facilities, such as home loans, car financing, 
personal loans, credit cards and overdraft facilities will not be affected, unless they 
want to increase their existing facilities.  Automatic increases of facilities will no 
longer be allowed.  Debt counsellors, a new breed of financial services operators of 
which 100 are in operation, assist consumers in servicing their debts.  This is a 
preliminary step before asking a court to enforce repayment of loans (Stovin-
Bradford & Shevel, 2007:  15). 
 
2.4.2   First National Bank 
First National bank traces its origins to 1838 with the establishment of the Eastern 
Province Bank in Grahamstown.  During 1998, Rand Merchant Bank Holdings and 
Anglo-American merged to form FirstRand Limited which includes a shareholding 
in First National Bank (FNB).  FNB became a wholly-owned subsidiary of FirstRand 
and currently trades as a division of FirstRand Bank Limited.  The bank has also 
subsidiaries in Swaziland, Botswana and Namibia (First, 2007). 
 
FNB has branches throughout South Africa and offers various banking products, 
including day to day banking, foreign exchange and home loans (First, 2007). 
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FNB Commercial created ”FNB solutions for New Businesses”, a business unit 
focused on giving tailored solutions to start-up businesses.  Start-up business 
includes all new business ventures, as well as any existing business bought by an 
entrepreneur with no prior involvement with the business, or entrepreneurs with a 
business that is new to them (FNB Solutions for New Businesses, 2006:  3-4).   
Turnover guidelines include: 
 
 FNB Solutions for New Businesses (start-ups), Franchises, BEE; 
 
 Businesses with either less than R20 million turnover or R40 million if less 
than R1 million in facilities and business ownership; 
 
 Mid Corporate – R40 million turnover and non-large corporate; and 
 
 Agriculture – exposed to primary agriculture risks (FNB Solutions for New 
Businesses, 2006:  5). 
 
2.4.3   Standard Bank 
The Standard Bank of South Africa (SBSA) was formed and registered as a South 
African company in 1962 and was operating as a subsidiary of Standard Bank in 
London.  In 1969 the Standard bank Group was established as Standard Bank 
Investment Corporation, the holding company of SBSA.  Standard Chartered sold 
its 39 per cent stake in the Standard Bank Group in 1987, transferring ownership to 
South Africa (Standard, 2007). 
 
Standard Bank began investing in Africa in 1988 when a branch was set up in 
Swaziland.  From there, Standard Bank continued to expand nationally and 
internationally (Standard, 2007). 
 
Standard Bank offers a vast range of products and services, such as overdrafts, 
medium-term loans, business term loans, business revolving credit plans, debtor 
finance, Khula-guaranteed loans, empowerment finance for BEE, vehicle and asset 
finance, business mortgage and commercial property finance (Standard, 2007). 
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2.4.4   ABSA Group Limited 
The merger of United Building Society Holdings, the Allied and Volkskas Groups, 
and certain interests of the Sage Group during 1991 signified the formation of 
Amalgamated Banks of South Africa Limited.  On the 27th July 2005 ABSA became 
a subsidiary of Barclays Bank PLC when they acquired a controlling stake in ABSA 
Group.  Barclays Bank is an international financial services group engaged in retail 
and commercial banking, investment banking, credit card issuing and investment 
management services (ABSA, 2007). 
 
ABSA Group Limited is listed on the Johannesburg Stock Exchange (JSE) and is 
one of South Africa’s biggest financial institutions.  It offers a wide range of banking 
products, wealth management and bancassurance services and products.  The 
group interacts with its customers through a combination of electronic and physical 
channels   (ABSA, 2007). 
 
ABSA conducts its business primarily in South Africa.  It has equity holdings in 
banks in Mozambique, Angola, Tanzania and Zimbabwe.  As at the 30th June 
2007, ABSA had more than 770 branches; 8,8 million customers; 7 455 automated 
teller machines; 35 986 permanent employees; and assets of R554 billion (ABSA, 
2007).  
 
2.4.5   Nedbank 
Nedbank is the oldest bank in South Africa and was established in Cape Town as 
the Cape of Good Hope Bank in 1831.  During 1834 the first trust company in the 
world (Nedbank) was established in Cape Town and in 1951 it was incorporated 
into Syfrets.  The Board of Executors was formed as a trust company in 1838 
(Nedbankgroup, 2007).   
 
Nedbank Group Limited is one of the four big banks in South Africa through its 
main banking subsidiaries, namely Imperial Bank Limited and Nedbank Limited.  It 
offers a wide range of products and services, such as retail, wholesale banking, 
property finance, investment banking, private banking, foreign exchange and 
securities trading, through three business clusters, namely Corporate, Capital and 
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Retail.  It generates its income from processing services, credit card acquiring, 
private equity, custodial services, collective investments, asset management 
services, trust administration and bancassurance (Nedbankgroup, 2007).  Figure 
2.3 provides an overview of the strategic framework of Nedbank Group Limited. 
 
Imperial bank focuses mainly on motor vehicle finance through its brand Motor 
Finance Corporation (MFC).  It also offers aviation, property and medical finance 
(Nedbankgroup, 2007). 
 
Nedbank Group has an extensive branch and support network throughout South 
Africa, as well as facilities in Namibia, Malawi, Zimbabwe and Swaziland.  The 
Group further has representative offices in London and the Isle of Man to meet 
international banking requirements of South African-based multinational and 
private clients.  The vision of Nedbank Group is to become the bank most highly 
rated and respected by its employees, customers, regulators, shareholders and 
communities (Nedbankgroup, 2007).  
Figure 2.3:  Strategic framework 
 
 
 
 
 
 
 
 
 
 
Source: Nedbankgroup, 2007 
 
 
 
 34 
2.4.6   Investec 
Investec is an international banking group that provides a wide range of financial 
products and services to a selected customer base.  Investec was founded as a 
leasing company in Johannesburg in 1974; acquired a banking licence in 1980; 
and was listed on the JSE in 1986.  In July 2002 Investec implemented a Dual 
Listed Companies structure with linked companies listed in Johannesburg and 
London. A major empowerment deal was concluded in 2003, with Investec 
partners collectively acquiring a 25,1 per cent stake in the issued share capital of 
Investec Limited (Investec, 2007).   
 
Investec was the first financial institution in South Africa, in May 2003, to become a 
black empowered company when Tiso Group and Peu Investment Group acquired 
a 25,1 per cent shareholding in Investec Limited.  They received the BusinessMap 
Foundation’s “Most progressive established company of the year” award in 2004 
and the “Top commercial financer of BEE” award in 2005 (Investec, 2007).  
 
Investec has expanded through a combination of strategic acquisitions and growth 
strategies.  The company is organised as a network consisting of five business 
units, namely Investment banking, Private Client Activities, Capital Markets, Asset 
management and Property Activities.  The head office integrates all the group’s 
functions and provides central funding and trade finance (Investec, 2007).  
Investec (2007) provides the following specialised services:   
 equity purchases (including BEE transactions) and asset purchases; 
 management buy-outs and buy-ins and leveraged buy-outs; 
 funding of employee share incentive schemes; 
 balance sheet restructuring and recapitalisation; 
 property development and acquisition; 
 structured lending to assist with requirements for dividend or interest 
payments; 
 working capital and treasury management facilities; and 
 forex facilities. 
 
Investec’s turnover guideline is R5 million net profit, per year (Investec, 2007). 
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2.4.7   Business Partners 
According to Business Partners (2007), its vision is to be a world-class, added-
value investor in small and medium enterprises, thereby facilitating wealth 
generation, job creation and economic development in South Africa.  
 
Business Partners is the leading specialist investment company for small and 
medium enterprises in South Africa.  Business Partners provides a complete 
service offering, through industry-specific units, to entrepreneurs that include 
property broking, property management, investment solutions, technical 
assistance, consulting, mentorship and assistance.  Tailor-made business 
solutions for entrepreneurs are individually structured to meet specific needs, from 
that of single owner to multi-owner management business deals (Business 
Partners, 2007). 
 
Business Partners is an unlisted company managed by a Managing Director, 
Schwenke, since 1996.   Johann Rupert is the non-executive chairman of Business 
Partners (Business Partners, 2007).   
 
Business Partners (2007) invests in all the major economic sectors with the 
following biggest investment exposure: 
 manufacturing; 
 travel and tourism; 
 franchising and retailing; 
 leisure; 
 professional and personal services; and 
 marine fishing. 
 
Business Partners Investments is the largest division.  Its investment funds and 
business units consist of three geographically-defined business units:  
 Egoli; 
 e’Thekwini; and 
 iKapa (Business Partners, 2007); and 
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six specialist investment funds, namely the:   
 Umsobomvu Youth Fund; 
 Business Partners Franchise Fund;   
 Business Partners–Khula Start-up Fund;  
 Business Partners Tourism Fund;  
 Business Partners Empowerment Fund;  
 Business Partners Women’s Fund; and 
 Business Partners Property Investment Fund (Business Partners, 2007). 
 
According to Business Partners (2007), the following included operational 
highlights for 2006/2007: 
 
 an increase of 21,8 per cent in the investment portfolio under management 
(R268,3 million to R1 497,7 million); 
 
 approval of 664 investments (2007:  R876,6 million; 2006: R271,7 million), 
an improvement of 18,5 per cent; 
 296 approved Black entrepreneurs (R345,1 million in 2007); 
 247 approved women-owned and managed businesses (R281,3 
million in 2007); 
 58 investments approved on behalf of UYF Business Partners 
Franchise Fund (R53,6 million); and 
 48 investments approved on behalf of Business Partner-Khula Start-
up Fund, launched in 2006 for previously disadvantaged individuals 
as a R150 million fund. 
 
 properties for 2007 comprised of more than 682 000m2 of lettable space 
while 3 475m2 are tenanted; 
 
 more than 7 780 employment opportunities were created; and 
 
 521 mentors are available to give mentorship, technical assistance and 
consulting services to customers (Business Partners, 2007). 
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2.4.8   Development Bank of South Africa 
The purpose of the Development Bank of South Africa (DBSA) is to accelerate 
sustainable socio-economic development by funding social, physical and economic 
infrastructure.  The DBSA (Development, 2007) plays an important role as: 
 
 financier - delivery of basic services and promoting economic growth 
through infrastructure funding; 
 
 advisor - building institutional, financial, technical and knowledge capacity 
for development; 
 
 partner - leveraging private, public and community players in the 
development process; 
 
 implementer - originating and facilitating key initiatives for building capacity 
and providing development solutions; and 
 
 integrator - mobilising and linking stakeholders, resources and initiatives for 
sustainable development outcomes.   
 
As a financier, the DBSA Development Fund provides both grant funding for 
feasibility studies and BEE initiatives, as well as co-funding for project-level 
capacity building.  They offer various combinations of lending products to fit the 
needs of the client and further offer credit lines to other financial institutions by 
using Dollar, Euro and Rand currencies.  Long-term lending is generally longer 
than five years (Development, 2007). 
 
The bank’s investment products include Equity Funds, BEE financing of equities 
and private funding.  The DBSA further plays a role in leveraging private sector 
investment for infrastructure development.  Due to the bank underwriting 
guarantees and providing credit-enhanced projects, it is able to offer better 
financing terms and conditions.  DBSA partners with international development and 
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finance institutions to improve growth and economic development in South Africa 
and the South African Development Community Region (Development, 2007). 
 
The strategy for the DBSA over the next three years entails both the investment of 
R8 billion in South Africa and the deployment of 150 experts to develop and 
implement infrastructure projects. Sectors that will benefit from this include the 
Accelerated and Shared Growth Initiative for South Africa, the SADC Regional 
Strategic Development Plan and the NEPAD Short Term Action Plan for 
Infrastructure (Development, 2007).   
 
DBSA plans to invest a total of R45 billion by 2014, R30 billion of which will be 
invested in South Africa and R15 billion in the rest of Southern Africa.  The 
following are some initiatives that will be undertaken by DBSA: 
 
 Sustainable Community Programmes - bank’s role as financier, advisor and 
partner; 
 
 Local Investment Agency - DBSA and Old Mutual partners to set up local 
investment agencies for economic growth, job creation, and the first local 
investment agency in the Eastern Cape; 
 
 Women’s Development Programme - giving support to South African 
Women in Construction (SAWIC); 
 
 Local Government Resource Centre - assisting municipalities to meet 
challenges, responsibilities and duties; 
 
 KM Africa – the first meeting of knowledge practitioners (policy makers, 
sector professionals and researchers) was held in Johannesburg (28 
February 2005 to 3 March 2005) to establish concepts; 
 
 FIFA Soccer World Cup 2010 - role as partner and advisor to the Local 
Organising Committee (LOC); and 
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 Accelerated and Shared Growth Initiative for South Africa (ASGISA) - 
increased public investment in infrastructure by the government, starting 
with an investment of R372 billion over three years (Development, 2007). 
 
2.4.9   Industrial Development Corporation  
The Industrial Development Corporation (IDC) is a self-financing, state-owned 
development finance institution which provides finance for entrepreneurs engaged 
in competitive industries.  It was established in 1940 to promote industrial 
development and economic growth in South Africa.  IDC realises its role in the 
private sector through creating employment and reducing poverty.  Its mandate 
covers the whole of the African continent (Industrial, 2007).  The objectives of the 
IDC are to: 
 
 contribute to the goals of the shared and accelerated growth initiative of 
South Africa (ASGISA) by providing financing that will stimulate job creation, 
investment activity and economic growth; 
 
 be a catalyst for economic change through leadership in development 
strategy; 
 
 develop economies that are viable, sustainable and environmentally and 
socially responsible; 
 
 develop small and medium enterprises (SMEs); 
 
 accelerate black economic empowerment (BEE); 
 
 further the aims of the new partnership for Africa’s development (NEPAD); 
and 
 
 maintain financial independence and apply sound business principles to 
everything they do. 
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The IDC (Industrial, 2007) supports projects in the following sectors: 
 manufacturing; 
 agriculture; 
 agro processing; 
 chemicals and related products; 
 wood, paper and printing; and 
 transport, storage and communications. 
Economic transformation in small and medium enterprises is an important element 
in a developing economy where most emerging entrepreneurs are involved with 
SMEs.  In 2004, 73 per cent of all approved funding applications were for SMEs.  
This created 6,65 jobs per R2 million investment and non-SMEs financed created 
2,74 jobs per R1 million investment (Industrial, 2007). 
According to Industrial Development Corporation (2007), 
Black Economic Empowerment (BEE) is the process by which previously 
disadvantaged South Africans are being empowered through the transfer of 
ownership, management and financial control of companies, the multi-level 
transference of skills and the widespread creation of jobs. Its purpose is to 
bring the majority of South Africans into the mainstream economy and it is 
the key to the future prosperity of the country. 
 
The Industrial Development Corporation supports government projects at local, 
provincial and national levels and encourages the private sector to co-finance BEE 
transactions by complying with BEE policies.  When assessing funding 
applications, the IDC assesses if the project has capacity to fulfil some, or all of its 
requirements, namely job creation, rural development, urban renewal, poverty 
alleviation, empowerment of women, skill development, education and access to 
finance for the purpose of wealth creation.  During its recent financing activities, the 
IDC created 23 211 new job opportunities and South African export earnings 
increased by R5,7 million.  The IDC is currently launching a R10 billion fund to 
finance BEE business opportunities (Industrial, 2007). 
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2.4.10 Eastern Cape Development Corporation  
The Eastern Cape Development Corporation (ECDC) is a dynamic development 
agency in the Eastern Cape.  ECDC was formed in 1996 by an act of the Eastern 
Cape Legislature to plan, finance, co-ordinate, market, promote and implement the 
development of the Eastern Cape Province in the sectors of industry, commerce, 
agriculture, transport and finance. It reports to an independent Board of Directors 
which was appointed by the Department of Economic Affairs, Environment and 
Tourism (Eastern, 2007). 
 
The ECDC, as a public entity wholly-owned by government, cannot substitute the 
banking sector as it is not the role of the government to supply banking services or 
loans (Eastern, 2007). 
 
The purpose of the ECDC’s Enterprise Finance Unit is to facilitate finance both for 
small, medium and micro enterprises (SMMEs), as well as in the developmentally 
challenged areas of the Eastern Cape Province where jobs could be created, 
established and expanded.  This unit exists solely to attempt to address the 
economical imbalances were banks and financial institutions have monetary 
resources, while SMMEs and/or entrepreneurs don’t have access to these funds 
(Eastern, 2007). 
 
The unit further tries to disprove the rigid beliefs in collaterals and to use more 
creative, pragmatic methods of risk evaluation.   It recognises the need for both a 
shift away from collateral lending to address the needs of people previously 
unsuccessful in getting finance (due to factors such as impoverished backgrounds, 
non-ownership of property and a limited or non-existent banking history) and 
enabling them to enter the mainstream economy (Eastern, 2007). 
 
According to the National Empowerment Fund (NEF) (National, 2007), the iMbewu 
Fund provides finance structures to new and early stage business as follows: 
 
 Entrepreneurship Finance - provides risk capital to new and early stage 
business; 
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 Procurement Finance - a debt product aimed at financing working capital 
requirements associated with procurement contracts; 
 
 Franchise Finance - leveraging on the infrastructure available whilst 
reducing investment risk; and 
 
 Rural and Community Development Projects - promoting social and 
economic upliftment. 
 
The ECDC supports initiatives in the construction, agriculture, commerce, tourism, 
manufacturing and services sectors, but are not limited to these.  The key criteria 
for lending include: 
 adequate management ability or capacity; and 
 a viable business proposal or business venture (Eastern, 2007). 
 
The ECDC provides access to micro-finance and technical support for retail 
finance institutions.  Its role is to support them with operational funding, loan capital 
funding, or both.  The Business Unit offers the following range of enterprise 
financing products:   
 
 Contract Finance Programme - R3 billion per annum for five years; 
 
 Enterprise Finance Programme -  term loans up to 60 months for start-up 
funds; working capital, asset finance and property loans up to 120 months; 
 
 Structures Finance Programme - some financing requires an equity stake 
and seeks win-win solutions; and 
 
 Micro Finance Programme - wholesale finance, in the form of seed loans for 
loan capital and/or operational funding, to existing retail financial institutions 
and non-governmental businesses that are community based (Eastern, 
2007). 
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2.4.11 The Department of Trade and Industry   
The Department of Trade and Industry (DTI) (Integrated, 2005:  8) offers a wide 
range of products and services, including loans and incentive grants, through the 
following institutions to assist small enterprises: 
 
a.  South African Micro-Finance Apex Fund 
The South African Micro-Finance Apex Fund (SAMAF) provides both access to 
micro-loans and support to the social capital mobilisation (Integrated, 2005:  8). 
 
b.  Khula Enterprise Finance Limited 
Khula Enterprise Finance Ltd was established in 1996 to focus on, and promote 
the development of small and medium enterprises (SMEs) in South Africa and 
offers the following products:   
 Khula Credit Indemnity Scheme;  
 Khula Land Reform Empowerment Facility;  
 Khula Mentorship Programme;  
 The non-bank; and   
 Retail Financial Intermediaries 
 Khula Joint Ventures   
 Business Partners-Khula Start-up Fund;  
 Anglo-Khula Mining fund; and 
 Khula-Shoprite Checkers Joint Venture, Enablis-Khula Loan Fund 
(Khula, 2007). 
 
According to Khula (2007), the aim of the 
Indemnity Scheme is to share the financing risk with banks thus enabling 
SMEs to access funding from a participating bank or other financial 
institutions.  The scheme enables entrepreneurs to access funding for 
purposes of establishing, expanding or buying out an existing business, 
business assets and working capital. Finance has to be approved by the 
financial institution and the latter will only apply to Khula for a indemnity 
were there is inadequate collateral.  
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Khula Enterprise Finance facilitates access to finance and has developed a variety 
of financing products, including credit guarantee schemes, by partnering with the 
country’s major commercial banks to unlock lending to small enterprises.  Khula 
tries to improve ways of access to financial support across the country by 
partnering with sector departments to develop new sector-specific financing 
programmes (Integrated, 2005:  8).  
 
The Thuso Mentorship Scheme assists with business plan development and 
various advisory services (Integrated, 2005:  8). 
 
c.  National Empowerment Fund 
According to the National Empowerment Fund (NEF) (National, 2007), an agency 
of the Department of Trade and Industry was “established by the National 
Empowerment Fund Act No 105 of 1998 (NEF Act), to promote and facilitate black 
economic equality and transformation.  Its mandate and mission is to be the 
catalyst of Broad-Based Black Economic Empowerment (BB-BEE)”.  
 
Key targets have been identified through the Accelerated and Shared Growth 
Initiative (ASGISA) to overcome the historical divide in the economy.  By the 31st 
March 2006, R491 million transactions had been approved and R277 million had 
been disbursed.  The BB-BEE initiatives focus on preferential procurement; 
broadening the reach of black equity ownership; transformation in management 
and staff; and preventing dilution of black shareholding (National, 2007). 
 
The NEF assumes a more equity-based risk to maximise the empowerment 
dividend.  It allows other development finance institutions to work closely together.   
 
A wide variety of sector-focused access to credit instruments has been created by 
other departments and their institutions, including the Land Bank and the Micro-
Agricultural Financial Institute of South Africa (MAFISA), under the auspices of the 
Department of Agriculture (Integrated, 2005:  9). 
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To qualify for funding, proposals should contain information to support the 
commercial viability and the financial position of the business and the business 
plan.  According to the NEF (National, 2007), the following funding criteria apply to 
fund entrepreneurs and groups that further BB-BEE in South Africa:   
 commercial viability of the project; 
 compliance with all relevant laws and regulation; 
 black managerial and operational involvement; 
 percentage of black ownership of interest; 
 return on investment; 
 job creation; 
 geographic location of business; 
 black women empowerment; 
 community involvement; and 
 possibility of co-funding (private of public sector).  
 
Figure 2.4 depicts the route the application follows once it has been submitted to 
the NEF.  Firstly, the application is screened and then submitted to the Investment 
Committee where it is subjected to a due diligence process before being 
resubmitted.  This is followed by the legal process and procedures and, finally, the 
disbursement of funds.   
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Figure 2.4:  Deal flow pipeline 
Step 1 
Screening of funding application form 
Step 2 
Submission to investment committee 
Step 3 
Due diligence process 
Step 4 
Re-submission of final report 
Step 5 
Legal process and procedures 
Step 6 
Disbursement 
Source:  National, 2007 
 
d.  Small Enterprise Development Agency 
The Small Enterprise Development Agency (SEDA) mandate is in line with the 
retail, rather than the whole-sale, model of service provision and is spreading its 
presence through South Africa through branches and independent partners.  
Provincial government agencies, such as the Gauteng Enterprise Propeller (GEP) 
in Gauteng, Limpopo Business Support Agency (Libsa) in Limpopo and the 
Western Cape’s Red Door, provide business development services (Integrated, 
2005:  9). 
The Local Economic Development (LED) agencies within the municipalities also 
offer small business and co-operative programmes within their LED divisions and 
public-private partnership-based business-incubation centres (Integrated, 2005:  
9). 
e.  Youth Enterprise Development  
The Umsobomvu Youth Fund (YUF) is an agency dedicated to youth development 
and has been providing many financial and business-development products to this 
target market, some in partnership with the private-sector financing institutions.  
They link youth-owned small enterprises to procurement opportunities in the 
corporate sector, state owned enterprises (SOE) and the government (Integrated, 
2005:  10). 
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The Department of Trade and Industry (Integrated, 2005:  10) explains that YUF 
has a number of funds, namely the: 
 SME Fund; 
 UYF- Business Partners Franchise Fund; and 
 UYF-FNB Progress Fund. 
 
The Department of Trade and Industry (Integrated, 2005: 10-12) has also 
established various branches and stations throughout the country that provide 
support programmes to assist with:  
 
 Women enterprises – South African Women Entrepreneurs Network 
(SAWEN) and Technology for Women in Business (TWIB); 
 
 South African Business and Technology Incubation Association (SABTIA); 
 
 Tshumiso Trust - business support agency for the Department of Science & 
Technology (DST); 
 
 The National Productivity Institute (NPI) - productivity capacity building 
programme to enhance capacity; 
 
 The Tourism Enterprise Programme (TEP);  
 
 Vuk’uphile - a learnership initiative to build the capacity of emerging 
contractors to execute labour-intensive work from the Department of Public 
Works’ Extended Public Works Programme (EPWP); 
 
 The Small-Scale Mining Board of the Small-Scale Mining Directorate in the 
Department of Minerals and Energy facilitates small-scale mining support 
services; and 
 
 Sector Education and Training Authorities (SETAs) have developed, and are 
implementing, small business skills-development programmes. 
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In this section the financial industry was discussed; the financial institutions were 
identified; and the support programmes which have an impact on the SMMEs were 
explained.  The following section focuses on the South African SMME Business 
Confidence Index. 
 
2.5   SOUTH AFRICAN SMME BUSINESS CONFIDENCE INDEX  
The South African SMME Business Confidence Index (BCI) gives an indication of 
the distribution of SMMEs in South Africa; various sectors that are financed; 
average number of employees employed; obstacles that prevent entrepreneurs 
from getting finance; and factors limiting entrepreneurship in South Africa.  
 
Biekpe (2007) explains  
that the growth in the economy is underpinned by the growth and expansion 
of the SMME sector and that very little is known about the performance and 
sentiments expressed by SMME sector in the South African economy.  
Measuring the confidence index in this sector is one way of revealing 
performance, and assessing business environment impact on SMME. 
 
The importance of the SMME BCI is that it quantifies those qualitative business 
environment variables considered key drivers in the economy through gathering 
information by monitoring and tracking the SMME sector.  Other indices focus 
mainly on large business, while this survey focuses on the SMME sector.  The 
following information on key business indicators is captured:  employment trend, 
financial situation, new orders and/or contracts, stock levels, demand for services 
and selling price.  During the research, 1978 questionnaires were sent out and 148 
responses were received.  Figure 2.5 provides an overview of the distribution of 
SMMEs for the second quarter of 2007 (Q2-07) per province. 
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Figure 2.5:  Distribution of SMMEs per province (Q2-07) 
 
Source:  Biekpe, 2007 
 
The Eastern Cape has the 4th largest distribution (7 per cent) of SMMEs, compared 
to Gauteng (32 per cent). 
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Figure 2.6:  SMMEs in various service sectors (Q2-07) 
 
Source:  Biekpe, 2007 
 
Figure 2.6 illustrates that the majority of SMMEs are involved in the Industrial 
(43,90 per cent) and Services (41,20 per cent) sectors.  Figure 2.7 illustrates that 
31 per cent of the SMMEs employ less than 5 employees, whilst 3 per cent of 
SMMEs employ more than 200 employees. 
 
Figure 2.7:  Number of employees employed in SMMEs (Q2-07) 
 
Source:  Biekpe, 2007 
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According to Claasen (2007:  33), the government views the development of small 
and medium-sized companies as an important element of its Accelerated and 
Shared Growth Initiative to grow the South African economy at 6 per cent per year 
by 2014.  Small firms also drive the economy as they tend to be more innovative in 
product development and organisational behaviour and, therefore, drive the 
development of technology.  
  
SMEs face higher borrowing costs and more onerous loan conditions than larger 
companies due to scale and risk factors.  There is an estimated 6 000 large firms in 
South Africa and they rely on SMEs for demand and supply.  Access to finance 
and the quality and cost of service are, therefore, important to their productivity and 
prosperity (Falkena et al, 2004:  115). 
 
Falkena et al (2004:  115) explains that there are a number of reasons why SMEs 
may experience more difficulties than larger firms in getting financing.  These 
include:   
 
 Scale:  SMEs normally request finance for modest amounts.  The fixed costs 
in searching, assessing and monitoring a loan or investment make it 
disproportionately more expensive to provide funds to a SME; 
 
 Risk:   SMEs are perceived to be higher-risk propositions.  Start-ups and 
high-growth firms often lack a track record; 
 
 Reporting:  SMEs frequently have difficulty providing good quality 
information and media or stockbroker reports are rarely available; and 
 
 Seasonal nature of business:  Some SMEs, such as primary producers, 
have special financing needs owing to the seasonal nature of their 
businesses. 
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The growth of SMEs is constrained by both the lack of product range and the cost 
of finance, and not so much by the availability of debt finance.  Bank debt is, 
therefore, an unlikely primary source of finance during the start-up phase.  It is 
normally linked to surety provided by property or government guarantee.   Bank 
finance might be linked to factoring or other forms of surety during the growth 
phase (Falkena et al, 2004:  117). 
 
SMEs can choose from a variety of external financing sources, such as overdraft 
facilities, bank debt and asset finance and equity, provided the business is in its 
growth phase.  Due to the requirements of the financiers, and the impact on the 
company taking finance, there is no effective substitution between possible 
providers of finance. The SME finance segment in this country has an under-
developed venture capital market and is perceived risky by banks.  The majority of 
financing for SMEs, therefore, comes from family, own savings or friends (Falkena 
et al, 2004:  117). 
 
Two elements are considered when assessing SMEs from a bank perspective, 
namely financial and non-financial elements.  Banks will typically be interested in 
the skills and experience of the entrepreneur.  Previously disadvantaged people 
will score poorly in these categories (Falkena et al, 2004:  117). 
 
Foxcroft, Wood, Kew, Herrington and Segal (2002), found that blacklisting, 
inadequate financial resources, lack of collateral and seeking working capital are 
amongst the most common obstacles to getting finance.  These obstacles are 
summarised in Table 2.2 (Foxcroft et al, 2002). 
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Table 2.2:  Obstacles preventing disadvantaged entrepreneurs from getting 
finance  
 
Source:  Foxcroft et al, 2002 
 
SMEs obtain finance from financial institutions at a premium due to the perceived 
risk attached thereto.  Banks can exercise market power over small businesses 
when current account services and term loans are sold in a bundle.  The reason for 
this is that banks are able to price risk more accurately when it has access to a 
long transaction history.  Small businesses tend to get relatively better loan rates 
the longer they remain with a bank.  When bundling products, SMEs rarely switch 
current accounts due to banks exercising market power over the SME population 
as a whole (Falkena et al, 2004:  119). 
 
A study was conducted to identify problem areas faced by historically 
disadvantaged individuals (HDIs) when applying for finance for SMEs that have 
been in business for six years.  The study found that the possibility of getting bank 
credit is greater than that of obtaining a bank credit card as a source of funding 
(Foxcroft et al, 2002).  The results from the study are contained in Table 2.3. 
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Table 2.3:  Outcomes of disadvantaged entrepreneurs  
 
Source:  Foxcroft et al, 2002 
 
The number of female entrepreneurs worldwide exceed the number of male 
entrepreneurs.  This caused a renewed focus on both gender-based 
entrepreneurship and the development of appropriate entrepreneurship 
interventions for gender-specific groups internationally.  The question may be 
posed as to whether South Africa could experience the same growth in the number 
of female entrepreneurs.  Growing the number of female entrepreneurs, to the 
detriment of male entrepreneurs, will not be the solution for accelerated growth of 
the country.  The focus should, therefore, be to promote female entrepreneurship 
without switching ratios between male and female entrepreneurs (Maas & 
Herrington, 2006). 
 
Most women obtain start-up finance from banks or expect government funding 
(refer Table 2.4), whilst funding from close family members were ranked third 
(Maas & Herrington, 2006). 
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Table 2.4:  Sources of funding for start-ups (female entrepreneurs) 
 
Source:  Maas & Herrington, 2006 
 
Table 2.5 indicates the most important reason for closing a business was due to 
personal reasons, followed by financial reasons.  During the research and focus 
group discussions it became apparent that women tend to open a business which 
allows them freedom to look after the family, while creating a source of adequate 
income (Maas & Herrington, 2006). 
 
Table 2.5:  Reasons for closing business - female entrepreneurs 
 
Source:  Maas & Herrington, 2006 
 
Table 2.5 indicates that female entrepreneurs close their business due to either 
personal reasons (30,9 per cent) or financial reasons (24,2 per cent).  Factors 
which support the choice of starting a business as a career option include access 
to finance; government policies; government programmes; education and training; 
transfer of research and development; commercial, legal and financial 
infrastructure; openness of the domestic market; access to physical infrastructure; 
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and the extent to which social and cultural norms support the choice of starting a 
business (Maas & Herrington, 2006). 
 
Table 2.6:  Factors limiting entrepreneurship in South Africa 
Limiting factor 
Percentage 
experts 
mentioning 
this 
problem 
Financial support   
The availability and structure of debt capital, loans and credit 48 
General access to finance 24 
Availability and accessibility to early stage financial support 16 
Funding discrimination: gender, ethnicity and age 12 
Availability and accessibility of second level finance 12 
Education and training  
Teaching and encouraging entrepreneurship skills amongst 
teenagers and adults in secondary and post-secondary teaching 
institutions 
10 
Discrimination in the education system 10 
Cultural and social norms  
Attitudes to women and other discriminated or disadvantaged 
groups 
16 
Cultural behaviors and characteristics that limit the tendency to act 
entrepreneurially 
10 
Capacity in population for entrepreneurship  
Entrepreneurial expertise (Lack of) 22 
Source:  Orford et al, 2003 
 
Table 2.6 provide a summary of the factors which limits entrepreneurship in South 
Africa.  The most important factors that emerged include: 
 
 the availability, accessibility and structure of debt capital, loans and credit 
(48 per cent); and 
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 general access to finance (24 per cent).  
 
The Global Entrepreneurship Monitor South African Report’s (Maas & Herrington, 
2006) principle measure of entrepreneurial activity is Total Early-stage 
Entrepreneurial Activity (TEA).  It estimates the percentage of people aged 
between 18 and 64 who are involved in managing or starting a business, which 
they own or partially own, that is less than three years old.  Information in this 
research primarily originated from the Adult Population Survey 2006 (South Africa) 
that is compiled by AC Nielsen.  This was done during the first half of 2006, during 
which time 3 251 people where interviewed.   
 
The average of the TEA rate calculated for all countries was 9,43 per cent.  South 
Africa’s TEA rate was 5,29 per cent (see Figure 2.8).  South Africa performs below 
the average TEA (Maas & Herrington, 2006).   
 
Figure 2.8: Total early-stage entrepreneurial activity for all countries 
 
Source:  Maas & Herrington, 2006 
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2.6   CONCLUSION 
The SMME will not survive without the entrepreneur’s ability to drive the enterprise, 
even though the entrepreneur may possess all the necessary managerial and 
functional skills.  This should be considered by the financial institution when 
assessing the application for finance.   
SMMEs are a significant source of employment in South Africa and they play a 
very important part in driving our economy. Government has put in place the White 
Paper to assist historically disadvantage individuals (HDIs) in getting finance by 
creating an integration of a wider group of institutions and a co-operative approach 
among a growing number of partners, both in and outside the government.   
There are various kinds of financial institutions in South Africa, each with different 
criteria and turnover requirements to assess applications.  Financial institutions 
include banks, funds, and privately owned institutions.  Each financial institution 
concentrates on a specific market and it is important for the SMME to know where 
to go when applying for finance and what to include in the application. 
Chapter Three addresses sub-problem 2, namely: What internal factors render an 
impact on the decision-making processes of financial institutions when considering 
finance applications from businesses and SMMEs? The chapter outlines the 
internal factors that have an impact on the success factors in getting business 
financing for SMMEs.  The required success factors for the application will be 
discussed in detail, describing various aspects from management to the financial 
statements.   
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CHAPTER THREE 
 
INTERNAL FACTORS THAT HAVE AN IMPACT ON THE SUCCESS FACTORS 
IN GETTING BUSINESS FINANCE FOR SMMEs. 
 
3.1   INTRODUCTION 
The external factors which influence both the financial lending environment within 
which SMMEs and financial institutions operate, as well as the decision-making 
process of the financial institutions when considering finance applications from 
SMMEs, was discussed in Chapter Two.   
 
The aim of Chapter Three is to discuss the second sub-problem, namely: What 
internal factors render an impact on the decision-making processes of 
financial institutions when considering finance applications from businesses 
and SMMEs?   
 
Harif and Zali (2006) identified certain success factors, as shown in Table 3.1.  
 
Table 3.1 The success factors of business financing for SMEs 
CORE FACTORS SUPPLEMENTAL FACTORS 
Financial factors Financial factors 
Financial statements Capital 
 Conduct of current account 
  
Non-financial factors Non-financial factors 
Knowledge Industry risk 
Market involved Economic condition 
Business ability and/or product Collateral 
Purpose Strategic planning 
Experience and/or track record Character 
Competence management Capacity 
Source: Harif & Zali, 2006:  1734 
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Figure 3.1 illustrates that the internal factors comprise a core factor, the business 
plan, as well as various sub-factors, such as financial statements, source of 
repayment, business ability/product, knowledge, third-party opinion, size of 
business, capacity, economic condition, collateral, capital, past conduct of bank 
account, credit record, industry risks, internal credit policies and legislation.   
 
Figure 3.1 External and internal success factors 
EXTERNAL AND INTERNAL SUCCESS FACTORS 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  Researcher’s own construction 
External factors: 
 
1. SMMEs: 
- Entrepreneurs 
 
2. Government: 
- The White Paper 
- The Financial Sector Charter 
 
3. Financial industry: 
- SARB 
- FNB 
- STD 
- ABSA 
- Nedbank 
- Investec 
- Business Partners 
- The Development Bank of South 
Africa    
- Industrial Development 
Corporation   
- Eastern Cape Development                                   
Corporation   
- The Department of Trade and 
Industry 
 
 
Internal factors: 
 
Core factor: 
 
Business plan: 
- Executive summary 
- The industry, the company and its 
products and services 
- Market research and analysis 
- The economics of the business 
- Marketing Plan 
- Design and development plan 
- Manufacturing and operations plan 
- Management team 
- Overall schedule 
- Critical risks, problems and 
assumptions 
- The financial plan 
- Proposed company offering 
 
Sub-factors:  
- Financial statements 
- Source of repayment 
- Purpose of the loan 
- Business ability and/or product 
- Knowledge 
- Third-party opinion 
- Size of business 
- Capacity 
- Economic condition 
- Collateral 
- Capital 
- Past conduct of bank account 
- Credit record 
- Industry risks 
- Internal credit policies 
- Legislation 
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The success factors for the application were further compared to the study by Harif 
and Zali (2006).  Additional success factors have been identified by comparing 
Harif and Zali’s (2006:  1734) success factors (refer Table 3.1) to the internal 
factors identified by the researcher (refer Figure 3.1), and include: 
 
Core factors:  Business Plan 
 executive summary; 
 design and development plan; 
 critical risks, problems and assumptions; 
 overall schedule; and 
 proposed company offering. 
 
Sub-factors: 
 source of repayment; 
 third-party opinion; 
 size of business; 
 credit record; 
 internal credit policies; and 
 legislation. 
 
The above factors are discussed to give an understanding of what each factor 
means and what role the factor plays in the decision-making process of the 
financial institution.   
 
3.2   CORE FACTOR 
The core factor outlines the most important information that is submitted with the 
application, namely the business plan.  The business plan explains all the elements 
of the business, such as the financial requirements; location of the business; its 
product or service; management team; risks and problems anticipated; and 
proposed company offering.   
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3.2.1   Business plan 
It is important that the business owner completes his/her own business application 
as a third party may leave out valuable information which could lead to the 
rejection of the application. 
 
According to Timmons and Spinelli (2007:  229), a business plan should include 
the following information: 
 
a.  Executive summary   
The summary is very important when a business wants to raise funding or apply for 
finance.  Many financial institutions only read the executive summary to determine 
whether they find the venture of interest (Timmons & Spinelli, 2007:  236-237). 
 
The executive summary generally contains a paragraph or two covering a 
description of the business concept, business opportunity and strategy, target 
market and projections, competitive advantages, costs, sustainability, the team and 
the offering (Timmons & Spinelli, 2007:  236). 
 
b.  The industry, the company and its products or services 
The company is a very important area of consideration.  The concepts for its 
products or services; the interface it has with the industry; and its entry and growth 
strategies need to be explained in detail (Timmons & Spinelli, 2007:  237-238).   
 
c.  Market research and analysis 
This section needs to describe the venture’s ability to capture a substantial market 
in a growing economy and withstand its competitors.  The customer, market size 
and trends, competition and competitive edges, estimated market share and sales, 
as well as ongoing market evaluation, should be described in this section 
(Timmons & Spinelli, 2007:  238-239). 
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d.  The economics of the business 
The financial and economic characteristics, as well as the ability to sustain and 
grow margins and profits required to support the attractiveness of the opportunity, 
should be described in this section.  The value chain, underlying operating cash 
conversion cycle of the business, and so forth, need to make sense in terms of the 
opportunities planned.  The gross and operating margins; profit, potential and 
durability; fixed, variable, and semi-variable costs; months to reach breakeven; and 
months to reach positive cash flow should further be included in this section 
(Timmons & Spinelli, 2007:  239-240). 
 
e.  Marketing plan 
The marketing plan describes how the sales projections will be reached.  The 
marketing plan should detail the overall marketing strategy and how this will exploit 
the strengths, weaknesses, opportunities and threats (SWOT) analysis, as well as 
the pricing, distribution, promotion and advertising strategies of the business.  The 
marketing plan needs to describe what is to be done, who will do it, how it will be 
done and by when it will be done (Timmons & Spinelli, 2007:  240-241). 
 
f.  Design and development plans 
Before a product or service is marketable, the extent and nature of any design and 
development work, as well as the time and money required thereto, needs to be 
considered in detail.  The development status and tasks, difficulties and risks, 
product improvement and/or new products, costs and proprietary issues (patent, 
trademark, copyright and intellectual property) need to be included in the design 
and development plan (Timmons & Spinelli, 2007:  241-242). 
 
g.  Manufacturing and operations plan 
Factors such as plant location, type of facilities required, space requirements, 
capital equipment requirements and labour force requirements should be included 
in this plan.  The business operating cycle, geographical location, facilities and its 
improvements, strategies and plans (environmental sustainability, manufacturing 
processes, potential subcontractors, production plans and approaches to quality 
 64 
control) and regulatory and legal issues should further be included in the 
manufacturing and operations plan (Timmons & Spinelli, 2007:  242).   
 
h.  Management team 
This section of the business plan should include a description of the functions that 
need to be filled; key management personnel; an outline of the organisational 
structure; a description of the board of directors; ownership positions of any 
investors; management compensation; ownership and other investors; employment 
and other agreements; stock options and bonus plans; other shareholders’ rights; 
restrictions; and supporting professional advisors and services.  Key management 
need to outline their qualifications, skills, experience and previous positions held.  
The commitment to, and willingness of the team to initially accept modest salaries 
are important factors that financial institutions consider when assessing an 
application (Timmons & Spinelli, 2007:  243). 
 
i.  Overall schedule 
The overall schedule should show the interrelationship and timing of the major 
events necessary to launch the business and realise its objectives.  A well detailed 
schedule can be very important to convince potential investors that management 
can minimise risk, plan for future growth and recognise obstacles.  The following 
should be shown on the schedule: 
 incorporation of the venture; 
 completion of the design and development; 
 completion of prototypes; 
 recruiting of sales representatives; 
 obtaining product display at trade shows; 
 signing of distributors and dealers; 
 ordering of materials in production quantities; 
 starting of production or operation; 
 receipt of first orders; 
 delivery on first sale; and 
 receiving the first payment on Accounts Receivable (Timmons & Spinelli, 
2007:  243 - 244). 
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j.  Critical risks, problems and assumptions 
Identifying business risks demonstrates managerial skill and increases the 
credibility of the entrepreneur.  It shows that the entrepreneur has thought about 
the risks and how to manage them.  This section should contain assumptions and 
risks implicit in the plan, such as running out of cash; potential price cutting by 
competitors; excess design and manufacturing costs; and unmet development 
schedules.  The most critical problems or risks should be indicated and plans for 
minimising the impact should be described (Timmons & Spinelli, 2007:  244). 
 
k.  The financial plan 
The financial plan needs to present the best estimates of the financial requirements 
of the SMME and the investment opportunity it presents.  Its purpose is to present 
both its present and potential timetable for financial viability.  The entrepreneur 
needs to include prepared financials, using estimates to cover three years’ trading.  
Current and prior-year income statements and balance sheets, pro-forma income 
statements, balance sheets and cash flow forecasts, as well as a break-even chart 
should be included.  Cost control measures should be highlighted, as well as the 
maximum period for which finance will be required, the amount of debt required, 
equity needed and how fast the debt can be repaid (Timmons & Spinelli, 2007:  
244-245). 
 
l.  Proposed company offering 
The purpose of this section of the plan is to indicate the desired financing required, 
securities offered to investors, capitalisation and how the business is planning on 
achieving its required rate of return.  The terms of financing the business are the 
first steps in the negotiation process with the financial institution (Timmons & 
Spinelli, 2007:  245-246). 
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3.3   SUB-FACTORS 
Financial institutions need to do a proper evaluation to ensure that the business is 
able to repay the debt.  Information that is provided must be sufficient for financial 
institutions to make a credit decision.    
 
According to Harif and Zali (2006:  1717), the following sub-factors have been 
identified: 
 
a.  Financial statements 
Financial institutions require audited financial statements for existing businesses 
and pro-forma statements for new businesses to assess the viability of the 
business.  Various ratios are calculated from the information that is supplied in the 
financial statements (Harif & Zali, 2006:  1717-1718).   
 
b.  Source of repayment 
This relates to the ability of the business to earn money and to repay the loan 
(Harif & Zali, 2006:  1718).  
  
c.  Purpose of the loan 
This factor has to do with why the business requires the loan (start-up 
requirements or working capital).  This determines if the financial institution will 
consider the loan as reasonable or not (Harif & Zali, 2006:  1718). 
 
d.  Business ability / product 
This concerns the ability of the business to enter a market and sell its product.  
Some markets are saturated and may render the business unable to generate 
income to repay the loan (Harif & Zali, 2006:  1718). 
 
e.  Knowledge 
Providing more information to the financial institution makes it easier for the 
financial intuition to assess the application (Harif & Zali, 2006:  1718).   
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f.  Third-party opinion 
This refers to the information gained from other parties that are involved with the 
business, such as suppliers and other financial institutions (Harif & Zali, 2006:  
1719). 
 
g.  Size of business 
The size of the business plays an important role when assessing the information as 
financial intuitions make use of specific turnover bands to assist them in reaching a 
decision.  The smaller the firm is, the easier it is for the firm to fail (Harif & Zali, 
2006:  1719).   
 
h.  Capacity 
Capacity has to do with the legal status of the business and whether the applicant 
can borrow on behalf of the business.  A sole proprietor is the legal owner of the 
business and can, therefore, borrow from the financial institution.  These abilities 
differ between various businesses and legal entities.  Capacity also describes the 
business’s ability to repay the loan (Harif & Zali, 2006:  1719). 
 
i.  Economic condition 
The financial institution needs to understand the economic environment within 
which the business will be operating.  Changes in technology and competition 
could influence the business negatively (Harif & Zali, 2006:  1719). 
 
j.  Collateral 
This refers to any asset, investment or property which the business can pledge 
against its loan.  The better the security, for example cash security, the lower the 
risk for the financial institution (Harif & Zali, 2006:  1719).   
 
k.  Capital 
Capital refers to the funds the applicant can invest into the business.  This makes a 
difference when debt gearing is considered (Harif & Zali, 2006:  1720). 
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During a discussion with van Wyk (2006), the following additional sub-factors were 
identified:   
 
l.  Past conduct of banking account 
The past conduct of a banking account plays an important role when the 
application is considered.  A bad payment history could lead to the rejection of the 
application.  When the applicant is with another financial institution, the applicant 
needs to submit bank statements for the past six months (van Wyk, 2006), 
 
m.  Credit record 
The credit record reflects the payment ability, and the commitment, of the applicant 
to repay the debt.  If the credit record reflects poorly the application could be 
rejected (van Wyk, 2006), 
 
n.  Industry risk 
Financial institutions place great emphasis on industry risk as uncertainty exists 
regarding the future outcome of the business.  There are constant changes in the 
industry that could affect the sustainability of the business, such as technological 
changes and competitiveness of the business and economic environment (van 
Wyk, 2006), 
 
o.  Competition 
The survival of a business is determined by the business competitor analysis.  This 
identifies if the business is able to both compete successfully against other firms in 
the same industry and survive (van Wyk, 2006), 
  
p.  Internal credit policies 
Financial intuitions have internal credit policies in place to protect them from over-
lending and lending to bad debtors.  This includes the information required to make 
an assessment; the ability of a credit manager to approve loan applications up to a 
certain amount; and referring risky applications to a committee (van Wyk, 2006), 
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q.  Legislation 
The government has put in place legislation for the financial institutions to adhere 
to before they are able to approve an application.  Such legislation includes: 
 Financial  Advisory Intermediary Service Act (FAIS); 
 Code of Banking Practice; 
 Money Laundering;  
 Know your customer (KYC); and 
 Exchange Control for foreign national and non-residents (van Wyk, 2006), 
 
The internal factors were discussed in this section.  A brief outline of a business 
plan was given and the sub-factors were explained in detail.  These sub-factors 
were used in the questionnaire (Annexure A). 
 
3.4  CONCLUSION 
The core and sub-factors play a vital role in the financing process.  The business 
plan needs to ensure that all the financial institution’s questions are answered 
without any comebacks.  Time and effort need to go into the writing of the business 
plan and all sections should be covered in detail.  Insufficient information in the 
business plan can cause the rejection of an application. 
 
The sub-factors, including the source of repayment, business ability, collateral, 
credit record and past conduct of the banking account were described in detail.  
These factors are vital to the approval of an application.  Some factors are more 
important than others and these success factors will be identified in Chapter Five. 
 
Chapter Four outlines the empirical study and the research methodology utilised to 
further investigate what the critical success factors are for getting financial support 
for small, micro and medium enterprises in the Eastern Cape.   
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CHAPTER FOUR 
 
THE EMPIRICAL STUDY 
 
4.1  INTRODUCTION 
Chapters Two and Three answered the first and second sub-problems and 
described both the external factors (SMMEs, government initiatives and the 
financial industry) and the internal factors (business plan and various sub-factors) 
which render an impact on the decision-making processes of financial institutions 
when considering finance applications from businesses and SMMEs.   
 
The objective of this chapter is to discuss the methodology used to address the 
main research objective.  The chapter further describes the research design, 
research methodology, questionnaire and the validity and reliability of the study. 
 
4.2  THE RESEARCH DESIGN  
The research design comprises an empirical study into the success factors in 
getting financial support for small, micro and medium enterprises in the Eastern 
Cape.  This study is an investigation which involved the collection of data from ten 
financial institutions.  The research design for this study was selected after 
assessing and clarifying the main and sub-problems.  The main research problem 
researched is:  Identifying financial success factors for SMMEs in the Eastern 
Cape.  
 
In order to answer the main research problem, the following research objectives 
were identified: 
   
 determine which research paradigms, research methodologies, data 
collection methods and analysis are necessary to develop a research 
strategy to solve the main research problem; 
 
 perform and execute a thorough analysis of secondary sources dealing with 
success factors for business financing; 
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 collect primary data, through sampling, during the process of conducting 
convergent interviews; 
 
 interpret and analyse the data into a progressive interpretation through 
cross-case analysis to determine the success factors for business financing; 
and   
 
 report on what the success factors are for business financing for small, 
micro and medium enterprises (SMMEs) in the Eastern Cape. 
 
4.2.1  Sub-problems  
In order to answer the main research problem, primary and secondary research 
data will be used to address the three sub-problems, namely:   
 
1. What external factors influence both the financial lending environment within 
which SMMEs and financial institutions operate, as well as the decision-
making process of the financial institutions when considering finance 
applications from SMMEs?   
 
2.  What internal factors render an impact on the decision-making processes of 
financial institutions when considering finance applications from businesses 
and SMMEs?   
 
 3.  Which factors influence financial institutions’ decision-making processes 
when considering applications for financial aid from SMMEs?  
 
4.3  RESEARCH METHODOLOGY 
This research project was based on the phenomenological paradigm, or qualitative 
research.  This is based on human behaviour and understanding a person’s frame 
of mind (Collis & Hussey, 2003: 54).  The phenomenology is based on a small 
sample size, generates theories, and interprets the research paradigm (Collis & 
Hussey, 2003:  54).   
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This research is theory building, rather than theory testing.  The researcher wanted 
to establish the success factors for business lending by comparing the qualitative 
data collected during the interviews with the financial institutions. 
 
4.3.1  Ontological assumption 
Collis and Hussey (2003:  48) describes ontological assumptions as “the reality is 
subjective and multiple as seen by participants of a study”.    
  
Multiple realities exist due to the researcher having followed the phenomenological 
paradigm. The research was based on the ontological assumption that each 
researcher will differently view the success factors that are considered by financial 
institutions in providing finance to small, micro and medium enterprises (SMMEs) 
in the Eastern Cape.  In this study, the researcher needed to establish what the 
differences are between business lending and SMME business lending.   
 
Due to the phenomenological approach, the researcher was involved in doing 
research at various financial institutions.  Each manager of each financial institution 
was affected on a different level, depending on his/her state of mind.   It is, 
therefore, important that the researcher understands human behaviour when 
analysing the data. 
 
4.3.2  Epistemological assumption 
According to Collis and Hussey (2003:  48), epistemological assumption “is 
concerned with the study of knowledge and what we accept as being valid 
knowledge”. 
  
Epistemology was expected to be subjective to the research due to the fact that the 
researcher followed the phenomenological paradigm.   
 
The researcher’s interpretation was subjective and subjectivity relates both to the 
multiple realities which the researcher has identified, as well as to how it will impact 
on the reliability of the study. 
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4.3.3  Cross-sectional case study 
Research was based on a cross-sectional case study where the researcher’s 
intervention was success factors for SMMEs business lending.   
 
Data was collected once and cross-sectional analysis was conducted between 
different organisations to determine how factors differ between organisations 
(Collis & Hussey, 2003:  54). 
 
The cross-sectional analysis enabled the comparison between various cases in 
different ways.  This is not possible within a single case.  The analysis can be 
made according to defined categories or by comparing data according to data 
sources (Harif & Zali, 2006:  1727). 
 
Quality of data must be credible, transferable, dependable and confirmable.  
Actions and behaviour of different financial institutions was investigated to 
determine what the success factors are for SME business lending (Collis & 
Hussey, 2003:  58).      
 
To explain the data the researcher looked for trends; grouped the data relating to 
the identified trends; and then explained the data. 
   
After each interview the data had to be transcribed within one day to ensure that 
the researcher had a clear understanding of the information that was given; did not 
leave out valuable information that might have been discussed; or did not get 
confused with information discussed during other interviews.   After interviewing 
the second financial institution a progressive interpretation report was written and, 
thereafter, compared to each interview (Harif & Zali, 2006:  1727). 
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4.4  THE QUESTIONNAIRE 
According to Collis and Hussey (2003:  178), general rules for designing questions 
are as follows:   
 explain the purpose of the interview or questionnaire to all participants; 
 keep you questions as simple as possible; 
 do not use jargon or specialist language; 
 phrase each question so that only one meaning is possible; 
 avoid vague, descriptive words such as ‘large’ and ‘small’; 
 avoid asking negative questions as these are easy to misinterpret; 
 only ask one question at a time; 
 include relevant questions only; 
 include questions which serve as cross-checks on the answers to other 
questions; 
 avoid questions which require the participant to perform calculations; 
 avoid leading or value-laden questions which imply what the required 
answer might be; 
 avoid offensive questions or insensitive questions which could cause 
embarrassment; 
 avoid questions which are nothing more than a memory test; and 
 keep your interview schedule or questionnaire as short as possible, but 
include all the questions required to cover your purposes. 
 
The primary means of data collection comprised completing questionnaires during 
structured interviews.  The research technique mainly comprised interpretation of 
convergent questionnaires.  Ten financial institutions were contacted and a 
personal interview was conducted with each respondent.  The research was done 
by requesting managers of the financial institutions to provide information to a 
qualitative questionnaire.  The questions asked were open-ended, thereby allowing 
for more descriptive explanations regarding the success factors for SMME 
business lending. The questionnaire, as per Annexure A, was adapted from Harif 
and Zali (2006:  1733) to serve the purposes of this study.  Figure 4.1 illustrates the 
process followed. 
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Figure 4.1:  Steps in conducting structured interviews 
 
STEP 1 
Selection of participants 
 
STEP 2 
Getting permission 
 
STEP 3  
Interview 
 
STEP 4 
Analyse data 
 
STEP 5 
Success factors 
Source: Adapted from Harif & Zali, 2006:  1726 
 
Secondary data is data that already exists and was collected from journals, books, 
documents and Internet search engines, such as Dogpile and Yahoo (Collis & 
Hussey, 2003: 161). 
 
4.4.1  Completion of the questionnaire 
The researcher contacted each financial institution and made an appointment with 
the individual who deals with SMMEs.  The researcher then visited the eight 
respondents in Port Elizabeth and East London and completed the questionnaire 
during structured interviews.  The respondent was given a copy of the 
questionnaire and was presented the opportunity to add any other factors they 
considered important. 
 
The other two respondents reside in Johannesburg and the researcher e-mailed 
the questionnaire to them.  The researcher contacted these respondents 
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telephonically to determine if they needed assistance with completing the 
questionnaire.  The respondents sent the completed questionnaire to the 
researcher via return e-mail. 
 
4.4.2  Covering letter  
A covering letter was included with each questionnaire.  The letter introduced the 
questionnaire and set the context of the questions, explaining the importance of the 
research.  The letter further stated the main research question, namely: Identifying 
financial success factors for SMMEs in the Eastern Cape (Annexure B). 
 
4.5  PILOT STUDY 
The aim of the pilot study was to both ensure that all the necessary questions were 
asked and that the questions were relevant.  The researcher approached a 
consultant who assists potential SMMEs in obtaining finance.  With the consultant’s 
assistance the researcher changed, and added more, questions.     
 
The researcher then approached First National Bank to do a pilot test.  The credit 
manager experienced no problems in understanding the questions and agreed that 
the questions were easy to answer.   
 
4.6  VALIDITY AND RELIABILITY 
Validity and reliability are terms that are encountered repeatedly during research. 
Collis and Hussey (2003:  186) assert that “reliability is concerned with the findings 
of the research and validity is concerned with the extent to which the research 
findings accurately represent what is happening in the situation”.   
 
The criteria for reliability may not be given so much status under the 
phenomenological paradigm.  It is important that similar observations and 
interpretations can be made on different occasions (Collis & Hussey, 2003: 
58,186).       
 
 77 
The researcher focused on senior managers who are actively involved in 
conducting interviews with applicants; the submission of applications; and following 
through with the process until applications are either approved or declined to 
ensure the reliability of the study. 
Validity is the extent to which research findings typify what is happening in a 
situation.  The phenomenological paradigm is aimed at extracting data that is rich 
in its explanation and analysis, thereby to gain full knowledge and meaning of the 
phenomenon (Collis & Hussey, 2003: 58, 186).       
To ensure the validity of the data collected during the interviews the respondents 
where asked to validate the researcher’s interpretation of the information given.  
Three respondents completed their own questionnaires, whilst the researcher 
completed six of the questionnaires.  Every effort was made to ensure that the 
information recorded was accurate.  The researcher contacted two of the 
respondents afterwards to confirm information that was given. 
4.7  CONCLUSION 
The research design, methodology and development of the questionnaire were 
discussed in this chapter.  The research study was based on a phenomenological 
paradigm (qualitative research) and a cross-sectional study was conducted to 
determine how factors differ between organisations.  The purpose of the 
questionnaire was to address the last sub–problem, namely to report on what the 
success factors are for business financing for small, micro and medium enterprises 
(SMMEs) in the Eastern Cape. 
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CHAPTER FIVE 
 
THE ANALYSIS AND INTERPRETATION OF THE EMPIRICAL STUDY 
 
5.1  INTRODUCTION 
The research design and methodology, as well as the design, construction and 
administration of the questionnaire were discussed in Chapter Four.  The chapter 
concluded with the pilot study, which proved successful.  The aim of this chapter is 
to answer the third sub–problem, namely: Which factors influence financial 
institutions’ decision-making process when considering applications from 
SMMEs for financial aid?     
 
The following two sections present the response rate of the financial institutions 
and an analysis and presentation of the outcome of each question. 
 
5.2  RESPONSE RATE OF FINANCIAL INSTITUTIONS 
The researcher targeted ten financial institutions, namely First National Bank (FNB), 
Nedbank, Standard Bank (STD), ABSA, Investec, Business Partners (BP), Eastern 
Cape Development Corporation (ECDC), Industrial Development Corporation (IDC), 
National Empowerment Fund (NEF) and the Development Bank of South Africa 
(DBSA).  Eight of the financial institutions are situated in the Eastern Cape and two, 
National Empowerment Fund and the Development Bank, are situated in 
Johannesburg.   
 
The managers interviewed are all involved in the SMME sector, either by receiving 
the application from the SMME or by approving such application.  The survey 
commenced on the 5th September 2007 and ended on the 23rd October 2007.  
Nine questionnaires were returned for analysis, thereby representing a response 
rate of 90 per cent. 
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5.3  OUTCOME AND ANALYSIS OF THE RESULTS 
Managers were requested to complete ten questions on the questionnaire.  Six of 
these questions provided general information, while four questions were 
specifically related to the research question. 
 
5.3.1  Additional information  
Questions 1, 2, 3, 7, 8 and 10 were used to obtain general information from 
financial institutions on their respective views regarding, and processes for dealing 
with SMME applications.   
 
a.  Question 1 
The aim of the first question was to establish managers dealing with SMMEs’ 
experience in both the financial environment and the SME sector. 
 
Figure 5.1:  Years of working experience 
 
 
 
 
 
 
 
Source:  Researcher’s own construction 
 
 
 
3-5 years
6-10 years
11-20 years
21-25 years
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Three of the managers recorded between three to five years working experience; 
two managers had between six to 10 years experience; one manager had working 
experience between 11 to 20 years; and two managers had working experience 
between 21 to 25 years.   
 
b.  Question 2 
Question 2 established how the financial institutions define SMMEs.  
 
Table 5.1:  Defining of SMMEs by financial institution 
ABSA FNB STD Nedbank Investec BP IDC ECDC DBSA 
 
Small:  
R0 m - 
R5 m       
      
Medium:  
R5 m - 
R20 m.  
 
Business:   
R0 – R20 m 
turnover, or R40m 
if less than R1m in 
facilities and 
business owners      
 
Mid Corporate:   
R40m turnover and 
non-large corporate   
                                                
Agriculture:  
Exposed to primary 
agriculture risks    
 
FNB Solutions for 
New Businesses 
(Start-ups), 
Franchises,  
BEE R1m - R30 m;               
                        
Umsobomvu 
Fund:  Individual 
needs to be 
between 18 to 35 
years  
R100 000 - R8 m. 
 
Small:   
R0 - R10 m 
                                   
Medium: 
R10 m - 
R100 m     
                     
Corporate:  
> R100m.              
 
Branch 
level:  
Under R5 
million   
                 
Business:  
R5 m - 
R50 m 
(will 
consider 
BEE deals 
where 
there is a 
potential 
to grow). 
 
Individual:  
Salary of 
R5m or 
more after 
tax,  
track 
record of 1 
to 2 years, 
No start-
ups 
 
R250 
thousand 
and 
more,  
                           
Khula  
Guaran-
tees 
SMEs 
 
R0 - R35m 
for SMEs, 
with not 
more than 
200 
employees 
per 
company 
 
Micro:  
R0 - 
R100 
thousand 
                      
Small:  
R100 
000 - R1 
m    
            
Medium:  
R1 m - 
R25 m. 
 
Economic 
Empower-
ment 
projects of 
R0 - R5 m 
Source:  Researcher’s own construction 
 
Table 5.1 demonstrates that all the financial institutions differ in terms of their 
respective turnover bands.  ABSA’s turnover band for small business ranges from 
R0 to R5 million, whilst that for medium business ranges from R5 million to R20 
million.  First National Bank’s turnover band for business ranges from R0 to R20 
million, whilst that for Mid Corporate business ranges from R20 million to R40 
million.  Business Partners is the only financial institution whose turnover band for 
business starts from R250 000.  It is, therefore, very important for the SMME to 
submit its application to the most suitable financial institution.  Furthermore, some 
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of the financial institutions concentrate on financing specific sectors in the market, 
knowing this could save the SMME time and money. 
 
c.  Question 3 
The intention of question 3 was to establish the business financing processes for 
SMMEs. 
 
Table 5.2:  Defining the business financing process for SMMEs 
ABSA FNB STD Nedbank Investec BP IDC ECDC DBSA 
Small:  
Branch 
intake  
 
Medium 
Corp:  
Normal 
evaluation 
process, 
Cape 
Town - 
credit dep 
- takes 24 
hours for 
feedback. 
Small:  
Branch 
intake  
          
Medium:  
Commercial 
and 
Agriculture  
 
SMMEs:  
FNB 
Solutions 
for new 
business. 
Small:  
Branch 
intake 
          
Medium:  
Commercial 
and 
Agriculture. 
SMMEs:  
Branch 
level, 
Under 
R5M 
assessed 
by SBS 
who look 
at turnover 
and 
account 
profile 
 
Bussiness 
Banking: 
R5 m - 
R50 m (will 
consider 
BEE deals 
where 
there is a 
potential 
for 
growth). 
No Start-
ups, 
process 
through 
manager, 
complex 
deals 
forwarded 
to 
committee. 
Application 
done 
through 
manager, 
complex 
deals 
forwarded 
to 
committee. 
Application 
done 
through 
manager, 
complex 
deals 
forwarded 
to 
committee. 
Application 
done 
through 
manager, 
complex 
deals 
forwarded 
to 
committee. 
Application 
done 
through 
manager, 
complex 
deals 
forwarded 
to 
committee. 
Source:  Researcher’s own construction 
 
Table 5.2 indicates that the banks follow more or less the same process.  The 
branch network receives the smaller applications, while bigger applications are 
submitted to the medium segment.  First National Bank has a department that 
specifically concentrates on SMMEs.  The other financial institutions’ managers 
deal directly with the applicant, from receiving the application to submitting it for 
approval. 
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d.  Question 7 
The purpose of question 7 was to establish if the financial institution would 
consider using Khula guarantee if the security offered by the applicant proved 
insufficient. 
 
Table 5.3:  Khula guarantee considered 
ABSA FNB STD Nedbank Investec BP IDC ECDC DBSA Total 
Yes Yes Yes No No No No  No Yes 4 
 
Source:  Researcher’s own construction 
 
Four financial institutions use Khula guarantee’s as alternative financing for 
SMMEs.  Eastern Cape Development Corporation, in terms of the PFMA, is not 
allowed to use Khula guarantee.  Furthermore, Industrial Development Corporation, 
Eastern Cape Development Corporation, Nedbank, Investec, Business Partners, 
as well as the other financial institutions, will consider other forms of grants, funds 
and internal finance to assist with finance. 
 
e.  Question 8 
This question established the influence of the National Credit Act on managers’ 
decision making process for SMMEs. 
 
The results indicated that the National Credit Act only has an impact on individuals 
with applications less than R1 million (farmers, sole proprietors).  Most of the trusts 
have more than two trustees and the financial instutions mainly deal with close 
corporations, private companies and trusts. Eastern Cape Development 
Corporation and Business Partners said that most of their business finance 
exceeds R1 million and, as such, is not really affected. 
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f.  Question 10 
The goal of question 10 was to establish the turnaround time for assessing and 
processing applications, from submission to rendering a decision.  
 
Table 5.4:  Turnaround time  
ABSA FNB STD Nedbank Investec BP IDC ECDC DBSA 
 
From 30 min to 4 
hours  
 
Feedback 
within 2 days, 
2 - 20 days 
for approval, 
franchises up 
to 3 day for 
approval. 
 
10 
working 
days 
worst 
case 
scenario, 
average - 
5 
working 
days 
 
Depends 
on size of 
deal and 
credit 
manager 
mandate.  
ABF - 2 
hours/RHL 
24 hours, 
big deals - 
1 week. 
 
Maximum 
1-2 
weeks  
 
7 day 
interested or 
not,  
2 weeks to 
2-3 months 
totally 
approved. 
 
72 
working 
days, 
including 
all 
legalities, 
yes or no, 
within 3-4 
weeks. 
 
Up to 
R1m-2 
weeks (5 
working 
days), 
over R1m 
- due 
diligence 
extra two 
weeks, 
total 5-6 
weeks, 
above 
R5m go 
to board 
8 weeks 
 
6-8 
weeks. 
Source:  Researcher’s own construction 
 
Table 5.4 indicates that ABSA proved the most efficient financial institution with a 
turnaround time ranging from 30 minutes to four hours.  First National Bank’s 
turnaround time ranges from two to 20 days and three days for rendering a 
decision on franchise applications.  Other financial institutions take up to eight 
weeks to finally approve or reject applications. 
 
5.3.2  Questions specific to the research question 
Questions 4, 5, 6 and 9 specifically addressed the research question.   
 
a.  Question 4 
This question established the main lending criteria assessed when evaluating 
SMME applications.  Success factors can be described as the information, such as 
financial statements, the business plan and the entrepreneur’s experience, 
financial institutions need to make decisions on applications.  The results from this 
question is summarised in Table 5.5. 
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Table 5.5:  Main lending criteria for SMMEs 
Factors ABSA FNB STD Nedbank Investec ECDC IDC DBSA BP Total 
Company structure 
and empowerment    X    X  2 
Technical aspects        X  1 
Marketing        X  1 
Financial modeling        X  1 
Cash flow X   X    X  3 
Capital expenditure        X  1 
Operational 
expenditure        X  1 
Legal compliance        X  1 
Off-take agreements        X  1 
Environmental 
aspects     X   X  2 
Collateral        X  1 
Entrepreneurial 
experience  X X X X X  X X 7 
Operating capacity        X  1 
Viability  X    X X  X 4 
Sustainability       X   1 
Repayment of debt   X    X   2 
Competitiveness     X     1 
Business plan X         1 
Profitability  X        1 
Gearing  X        1 
Repayment ability   X       1 
Total 2 4 3 3 3 2 3 13 2  
Source:  Researcher’s own construction 
 
Entrepreneurial Experience was rated by eight of the nine respondents as the most 
important factor to consider when giving credit to SMMEs .  The viability of the 
business was rated the second most important factor by four of the nine 
respondents, while cash flow was rated the third most important factor.  Company 
structure and empowerment, environmental aspects and repayment of debt was 
collectively rated the fourth most important factor.  Most of the respondents had 
selected two to three factors as important, except for the respondent from the 
Development Bank of South Africa who selected 13 factors as important. 
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b.  Question 5 
Question five established what factors are considered most important by managers 
when assessing an application from a SMME. 
 
Table 5.6:  Success factors  
Business Factors ABSA FNB STD Nedbank Investec ECDC IDC DBSA BP Total 
Financials X X X X X X X X X 9 
Source of 
repayment X X X X   X X  6 
Purpose X X X X   X X  6 
Affordability X  X    X X X 5 
Profitability  X        1 
Viability      X    1 
Sustainability   X       1 
Gearing  X      X X 3 
Funding model        X X 2 
Entrepreneur  X   X X    3 
Business plan    X      1 
Business ability / 
Product X  X X  X X X  6 
Knowledge of 
management X X X X X X X X X 9 
Third-party opinion X  X X   X X  5 
Company structure        X  1 
Size of business X  X  X  X X  5 
Capacity X X X    X X  5 
Character X  X  X  X X  5 
Economic condition X  X X   X X  5 
Collateral X  X  X  X X X 6 
Capital X X X X   X X  6 
Past conduct of 
banking account X X X X X  X X  7 
Credit record X X X    X X  5 
Industry risk / 
Knowledge X  X X X  X X  6 
Market analysis       X X  2 
Technical analysis       X   1 
Competition / 
market X  X X X X X X X 8 
Tenders X  X   X X X  5 
Political factors 
(BEE) X  X   X X X  5 
Credit internal 
Policies X  X  X  X X  5 
Legislation – FICA 
etc X  X  X  X X  5 
NCA X  X X   X X  5 
Total 22 11 23 13 11 8 24 26 7  
Source:  Researcher’s own construction 
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According to Table 5.6, financials and knowledge of management were rated the 
most important factors when considering the application.  This was followed by 
competition / market as the second most important factor and past conduct of 
banking account as third most important factor.  The fourth most important factor 
included source of repayment, purpose, business ability / product, collateral, capital 
and industry risk / knowledge.   The total number of success factors selected by 
respondents varied from seven (Business Partners) to 26 (Development Bank of 
South Africa). 
 
c.  Question 6 
The goal of question six was to establish the main emphasis in terms of financial 
institutions’ criteria for a business plan. 
 
Table 5.7:  Main emphasis for business plan 
Business Factors ABSA FNB STD Nedbank Investec ECDC IDC DBSA BP Total 
Financials   X    X  X 3 
Cash flow X       X X 3 
Source of repayment           
Purpose           
Affordability           
Profitability  X        1 
Viability      X    1 
Sustainability   X       1 
Gearing  X      X  2 
Funding model           
Entrepreneur X X   X    X 4 
Business plan    X      1 
Business ability        X  1 
Product        X  1 
Knowledge of management X  X   X    3 
Third-party opinion           
Company structure        X  1 
Size of business           
Capacity        X  1 
Character           
Economic condition           
Collateral        X  1 
Capital           
Past conduct of banking 
account           
Credit record           
Industry risk / knowledge           
Market analysis           
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Table 5.7:  Main emphasis for business plan (continued) 
Business Factors ABSA FNB STD Nedbank Investec ECDC IDC DBSA BP Total 
Technical analysis       X   1 
Marketing       X X  2 
Competition / market         X 1 
Tenders X         1 
Political Factors (BEE)           
Credit Internal Policies           
Legislation – FICA         X  1 
NCA           
Total 4 3 3 1 1 2 1 9 4  
 
Source:  Researcher’s own construction 
 
The results from question six indicate that managers consider the entrepreneur as 
most important to the business plan.  Second most important emphasis was placed 
on financials, cash flow and knowledge of management.  Gearing and marketing 
were selected the third most important aspects to the business plan.   
 
The financial institutions selected between one (Nedbank, Investec, Industrial 
Development Corporation) and nine (Development Bank of South Africa) factors as 
their main criteria for a business plan. 
 
d.  Question 9 
The aim of question nine was to establish which factors result in the downfall of 
applications. 
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Table 5.8:  Downfall of applications 
Factors ABSA FNB STD Nedbank Investec ECDC IDC DBSA BP Total 
Repayment ability   X       1 
Sustainability   X       1 
Lack of knowledge   X       1 
Lack of secondary 
source of 
repayment 
  X       1 
Incomplete 
business plan  X        1 
Lack of capital X   X    X  3 
Lack of information    X   X   2 
Management     X     1 
Lack of collateral     X     1 
Lack of service 
ability     X     1 
Not viable      X X  X 3 
Equity contributions        X  1 
Market penetration        X  1 
Lack of security        X  1 
Industry over-
traded      X    1 
Supplier 
agreements      X    1 
Total 1 1 4 2 3 3 2 4 1  
Source:  Researcher’s own construction 
 
According to the Table 5.8, lack of capital and viability are the two reasons which 
most often account for the rejection of applications.  The second factor is lack of 
information.  All the factors in the Table 5.8 were selected as factors that lead to 
the rejection of applications.   
 
The financial institutions selected between one and four factors which could cause 
the rejection of an application. 
 
 
 
 
 
 
 
 89 
5.4  CONCLUSION 
The results of the empirical study were presented and analysed in this chapter.   
Ten questions were discussed, namely: 
 working experience of manager in the financial environment and the SME 
sector; 
 financial institution’s definition of SMMEs; 
 business financing process for SMMEs; 
 main lending criteria assessed when evaluating SMME applications;  
 factors considered most important when assessing the application; 
 main emphasis of business plan; 
 use of a Khula guarantee when applicant’s security is insufficient; 
 effect of NCA on the decision-making process;  
 factors that result in the downfall of applications; and  
 financial institution’s turnaround time for assessing the application, from 
start to finish.   
 
The next chapter, Chapter Six, contains a summary of the findings of the study, 
followed by concluding remarks and recommendations.  
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CHAPTER SIX 
 
SUMMARY AND RECOMMENDATIONS 
 
6.1  INTRODUCTION 
The aim of this study was to:  Identify financial success factors for SMMEs in 
the Eastern Cape. 
 
Further to this, the following questions could be posed: What are the success 
factors that financial institutions assess when providing finance to SMMEs in the 
Eastern Cape; and: What factors will ensure your application being approved?   
 
The purpose of the study was discussed in Chapter One.  The main research 
objective and sub-problems were identified, the key concepts were clarified and 
overviews of previous research studies were given. The researcher reviewed four 
previous case studies related to this study and concluded with the structure of the 
study.   
 
Chapter Two discussed the first sub-problem, namely:  What external factors 
influence the financial lending environment within which SMMEs and financial 
institutions operate, as well as the decision-making process of the these institutions 
when considering finance applications from SMMEs?  The identified external 
factors included SMMEs, the Government and the Financial Industry.   The 
financial institutions were identified and the role they play in the market defined. 
 
In Chapter Three the second sub-problem was discussed, namely:  What internal 
factors render an impact on the decision-making processes of financial institutions 
when considering finance applications from business and SMMEs? The identified 
internal factors included a core factor, the business plan, as well as various sub-
factors, namely financial statements, source of repayment, purpose, business 
ability, knowledge, third-party opinion, size of business, capacity, economic 
condition, collateral, past conduct of bank account, credit record, industry risk, 
competition, internal credit policy and legislation.   
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The empirical study was detailed in Chapter Four.  This was followed with the 
presentation and analysis of the empirical study in Chapter Five.  Chapter Five 
answered the third sub-problem, namely:  Which factors influence financial 
institutions’ decision-making process when considering applications from SMMEs 
for financial aid? 
 
This chapter continues with a summary and interpretation of the empirical study to 
establish what the success factors are in getting finance for SMMEs.  
 
 6.2  MAIN FINDINGS OF THE EMPIRICAL SURVEY   
Ten questionnaires were distributed to ten financial institutions, namely First 
National Bank, Nedbank, Standard Bank, ABSA, Investec, Business Partners, 
Eastern Cape Development Corporation, Industrial Development Corporation, 
National Empowerment Fund and the Development Bank of South Africa.  Nine 
questionnaires were returned for analysis and this represented a 90 per cent 
response rate.  
 
The managers’ working experience varied between three to 25 years.  Five 
managers had more than 10 years working experience and may, therefore, be 
considered knowledgeable in this field.  Most financial institutions focus mainly on 
small and medium enterprises, whilst the Development Bank and Eastern Cape 
Development Corporation have specific grants and funds to assist the micro-
market in getting finance.  The branch networks of ABSA, First National Bank and 
Nedbank assist the R0 to R5 million turnover group and Standard Bank’s branch 
network assists the R0 to R10 million turnover group in getting finance.   
 
The main lending criteria for SMMEs included company structure and 
empowerment, technical aspects, marketing, financial modeling, cash flow, capital 
expenditure, operational expenditure, legal compliance, off-take agreements, 
environmental aspects, collateral, entrepreneurial experience, operating capacity, 
viability, sustainability, repayment of debt, competitiveness, business plan, 
profitability and gearing.  The factors considered most important by the financial 
institutions were the entrepreneur’s experience, viability of the business and cash 
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flow.  The main emphasis in the business plan was placed on the entrepreneur, 
financials, cash flow, management knowledge, gearing and marketing.  Lack of 
capital and viability were cited as the most important factors contributing to the 
downfall of applications. The second most important factor selected was lack of 
information when assessing the application. 
 
Regarding turnaround time, ABSA takes four hours to approve or decline an 
application, provided all the necessary documentation had been received.  The 
other financial institutions take from one month to three months to approve or 
decline an application. 
 
Table 6.1 provides the answer to the main research objective:  Identifying financial 
success factors for SMMEs in the Eastern Cape, as summarised from the 
responses of the managers from the nine financial institutions:   
 
Table 6.1:  Success factors for SMMEs 
Business Factors Total  
Financials 9 
Knowledge of management 9 
Competition / market 8 
Past conduct of banking account 7 
Source of repayment 6 
Purpose 6 
Business ability / product 6 
Collateral 6 
Capital 6 
Industry risk / knowledge 6 
Affordability 5 
Third-party opinion 5 
Size of business 5 
Capacity 5 
Character 5 
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Table 6.1:  Success factors for SMMEs (continued) 
Business Factors Total  
Economic condition 5 
Credit record 5 
Tenders 5 
Political factors (BEE) 5 
Credit Internal Policies 5 
Legislation – FICA 5 
NCA 5 
Gearing 3 
Entrepreneur 3 
Funding model 2 
Market analysis 2 
Profitability 1 
Viability 1 
Sustainability 1 
Business plan 1 
Company structure 1 
Technical analysis 1 
Source:  Researcher’s own construction 
 
During the study 32 success factors were identified. The most important factors, as 
summarised in Table 6.1, include financials, knowledge of management, 
competition / market, past conduct of banking account, source of repayment, 
purpose, business ability / product, collateral, capital and industry risk / knowledge.    
 
6.3  RECOMMENDATIONS 
Based on the findings of this study the following recommendations may be made: 
 
There is a definite gap in the financial market for the financing of small and micro 
enterprises.  More assistance should be given to the small and micro market by 
making entrepreneurs aware of what products are available to them.  This could be 
achieved through increased marketing around government initiatives available to 
SMMEs, such as grants and funds, as well as the availability of training and 
mentoring services to new business owners.   
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SMMEs should first try and get contracts or tenders to sell their products before 
applying for finance.  This should make it easier for the financial institutions to 
assist them in approving their applications.  Entrepreneurs should make sure they 
have the necessary skills and financial knowledge to run the business.  When 
applying for finance, entrepreneurs should ensure that they supply all the 
necessary documentation by first establishing from the financial institutions what 
their requirements are, before handing in an incomplete application.  This should 
speed up the application process and make it easier for the financial institution to 
assess the application. 
 
6.4  OPPORTUNITIES FOR FURTHER RESEARCH 
This study indicated that the various financial institutions mostly only finance small 
and medium enterprises.  This presents an opportunity to research financing 
opportunities for small and micro enterprises.  There is a definite gap in the small 
and micro market as it is a very risky segment.  Most small and micro 
entrepreneurs don’t have any form of security (bond, savings) necessary to apply 
for credit, which makes the debt gearing very high. Government has various 
initiatives available to entrepreneurs; however, it is unknown how many 
entrepreneurs are aware of these initiatives or know how to make use them.  
Furthermore, who would qualify for these initiatives and how easy or difficult is it to 
get finance?   
 
6.5  CONCLUSION   
Entrepreneurs and SMMEs play an important part in the South African business 
system.  SMMEs promote job creation and innovation of new products; however, 
they may lack the financial support needed to expand their businesses. This study 
has shown that SMMEs’ applications for financial support are rejected primarily 
due to a lack of capital and insufficient viability.   The success factors in getting 
financial support for SMMEs include financials and knowledge of management, 
while the main emphasis on the business plan was placed on the entrepreneur, 
financials, cash flow, knowledge of management, gearing and marketing of the 
product.   Throughout the whole study, the importance was placed on the 
entrepreneur, cash flow and viability of the business. 
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ANNEXURE A: QUESTIONNAIRE 
 
IDENTIFYING FINANCIAL SUCCESS FACTORS FOR SMMEs IN THE 
EASTERN CAPE. 
   
The Interviewee:  
Name:  
Title:  
Employer:    
Address:    
Telephone Number:    
Fax Number:    
E-mail:    
  
THE QUESTIONAIRE 
Question 1 
What is your experience as a credit manager in the financial environment and 
also in SME sector? 
  
  
  
 
 
 
 
Question 2 
How does your financial institution define the SME industry? 
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Question 3 
Can you explain the business financing process for SMEs? 
  
  
  
 
 
 
 
Question 4 
Can you explain the main lending criteria that are assessed when giving 
credit to SMEs? 
  
  
  
 
 
 
 
Question 5 
What are the most important factors you would consider when looking at the 
application? 
  
  
  
 
 
 
 
 
 
 
 102 
Influence on credit application Yes, No – explanation 
Financial statements   
Source of repayment   
Purpose   
Business ability/product   
Knowledge of management   
Third-party opinion   
Size of business   
Capacity   
Character   
Economic condition   
Collateral   
Capital   
Past conduct of banking account   
Credit record   
Industry risk   
Competition   
Credit Internal Policies   
Legislation – FICA   
NCA   
 
 
Question 6 
In terms of your business criteria for a business plan, where would you place 
your main emphasis? 
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Question 7 
If the security offered is not enough, would you consider a Khula guarantee? 
  
  
  
 
 
 
 
Question 8 
How has NCA affected your decision making process? 
  
  
  
 
 
 
 
Question 9 
What is the downfall of applications not being approved:  e.g. lack of skills, 
knowledge of market, etcetera? 
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Question 10 
What is your institution’s turnaround time from start (when you have all the 
necessary documentation to make an assessment) to finish? 
  
  
  
 
 
Source:  Adapted from Harif & Zali, 2006:  1729-1731 
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ANNEXURE B: Covering letter 
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P O Box 77000. Port Elizabeth.6031 
Tel. +27 (0)415043736 Fax. +27 (0)41 5043891  
       Luella.VanWyk@nmmu.ac.za 
 
Mr. Danie Stander 
ABSA  
72 Ring Rd 
Green Acres 
6000 
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I hereby confirm that Naomi Krog is currently enrolled in the Faculty of Business 
and Economic Sciences at the Nelson Mandela University for the MBA course.  A 
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The topic of her research is:  “Identifying financial success factors for SMMEs 
in the Eastern Cape”.  As an empirical investigation constitutes a major portion of 
the study, it would be appreciated if you could assist Naomi to conduct the 
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